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When writing to advertiser kindly mention THE 


Bird Feed. We have heard of tax- 
payers who wanted income tax exemp- 
tion credits for dogs and cats on the 
basis that they were dependents — 
which of course they were. 

And we have seen payments to Dr, 
Bouton listed in medical expenses — 
Dr. Bouton is our veterinarian. 

This year we were asked if the cost 
of feeding sunflower seeds to Evening 
Grosbeaks was in some way deductible, 
Do you know the answer? Have you 
researched this uncommon tax ques- 
tion? Have you spent the real dough 
that it costs to supply sunflower seeds 
to flocks of fifty or more husky, hun- 
gry and hollow Grosbeaks ? 

Here’s the answer. Make a contri- 
bution to your local S.P.C.A.; have 
them appoint you as a Special Agent 
to Prevent Bird Starvation; and pro- 
vide you with sunflower seeds equiva- 
lent to your donation. If you don’t 
have an S.P.C.A., or don’t have one 
that sees the light, that is, won’t follow 
your ideas, then organize a new one 
for your block, your street — or your 
end of the street, and there you are! 
Where are you? Well, feeding the 
birds, of course! 

And we'll be seeing you June 20th, 
and Saranac Inn will do the feeding. 
Come hungry. 


LEONARD HovucuTon, C.P.A. 
“Adirondack Chapter” 


JOHN R. BLADES 
INSURANCE ADVISER 


Complete Surveys of 
Corporate Insurance Affairs 
No Insurance Sold 


744 BROAD STREET NEWARK 2, N. J: 
Established 1926 
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‘ccounting Machines... Adding Machines 
ypewriters,.. Carbon Paper... Ribbons 
Punched Card Equipment . . . Electronic 
Computers 

One Park Avenue, Underwood Limited, 
ew York 16, N.Y. Toronto 1, Canada 


Sales and Service Everywhere 


054 





ga j : eee you want the speed of a 


10-key Keyboard 


exclusive in Underwood Sundstrand 


Accounting Machines 
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Sundstrand 
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The Original 
Touch Methed 
Keybeoerd 
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THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT. 


You’ve probably heard experienced operators ... helps your operators turn out more 
say: “You can’t beat Underwood Sundstrand work, more easily, and in less time. 
Accounting Machines for simplicity and ease You'll like Underwood Sundstrand’s time- 


saving versatility, too. Switching from one 


And they are a cinch to learn for beginners, application to another on an Underwood 
too, because these machines have only 10 Sundstrand Accounting Machine is accom- 
numeral keys... all arranged in logical se- plished in seconds. 
quence under the finger tips of one hand. 

The famous, fast, accurate Sundstrand Sundstrand Accounting Machine speed and 
10-key keyboard minimizes hand motion _ simplicity. Simply use the coupon below today. 


Send for the whole story of Underwood 





Underwood Corporation, One Park Ave., New York 16, N.Y. 


Please send me your illustrated folder describing the time- 
and money-saving advantages of Underwood Sundstrand 
Accounting Machines. 


Name ee ee 
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Auditing Procedures 
By H. C. Dell and J. R. M. Wilson. Tye 
CANADIAN INSTITUTE OF CHARTERED Ac- 
COUNTANTS, Toronto 1, Ontario, 1953 
Pages: 147; $1.25 (paper-bound), $2.00 
(cloth-bound). 


Subtitled “An Introduction for the Stu 
dent-in-Accounts”, this book is addressed 
primarily to the accountancy school graduate 
who is undertaking his first job as a public 
accountant and it is intended to be used iz 
conjunction with “on-the-job” training in 
the field. It can also serve as a review text 
for all students-in-accounts. 

In clear, concise language the authors lead 
the reader through a review of the principles 
of bookkeeping, accounting and auditing be- 
fore dealing with auditing techniques and 
procedures. The purpose is to impress upon 
the reader that a sound knowledge of these 
principles is absolutely essential for the 
performance of an effective audit. 

In the discussion of auditing techniques 
and procedures the accent is upon the need 
to understand the reason for each procedure 
rather than the mere. memorization of a 
set of rules to be followed. This approach 
to the training of recent graduates is one 
which should be adopted by all of us. Too 
often assistants do poor work because, not 
understanding fully what they are doing or 
why, they are bored by the detailed work 
required of them. This book if used as a 
guide in staff training can, I believe, do a 
great deal to eliminate this lack of interest 
on the part of trainees. 

Despite the fact that it has been written 
primarily for prospective chartered account- 
ants, it can be adapted to the use of the 
certified public accountant since basically the 
auditing principles and procedures are the 
same as apply in this country. The only 
significant difference in procedures is that, 
except in cases of companies filing with the 
Securities and Exchange Commission in the 
United States, generally accepted auditing 
procedures in Canada do not require attend- 
ance by the auditor at the physical stock 
taking. However, the authors point out that 
there is an increasing tendency on the part 
of auditors in Canada to adopt this practice. 

The chapter devoted to principles ot 
auditing touches briefly upon financial state- 
ments, the auditor’s report on them and 
their use, working papers and _ auditing 
standards. 

The audit, or examination of the financial 
statements for the purpose of expressing 

an opinion thereon, is considered in the suc- 
ceeding seven chapters dealing firstly with 
the current audit, then the year-end pro- 
cedures and finally the evaluation of the 
system of internal control. It is especially 
in the chapters devoted to the current oF 


(Continued on page 295) 
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Book Reviews 
(Continued from page 294) 


term audit, one for cash procedures and 
ie other for the audit of non-cash records, 
nt the authors place their emphasis on the 
itor’ s understanding of the procedures 
hyolved and avoid the routine pedagogic 
pproach. 

The last chapter, dealing with the review 
{ internal control, contains a listing of 
the methods ot approach which may be 
employed in the evaluation of systems of 
mternal control together with a sample 
vestionnaire and samples of notes relative 
inventory and cash control. The tone 
ithe chapter is basically the understanding 

he relationship of the audit to the system 
aaernal control. 

NorMAN YELLIN 

Yew York, N. ss 


Accountants’ Index (Tenth Supplement) 
anes under the supervision of Miriam 

Donnelly, Librarian. AMERICAN IN- 
sitUTE OF ACCOUNTANTS, New York, 
N. Y., 1953. Pages: 499; $10.00. 


The Accountants’ Index, initially published 
1920, and supplemented periodic: ally there- 
tet, is the standard reference work of 
the accounting profession. This current 
eth) supplement contains a complete bib- 
liography of accounting literatare for the 
years 1951 and 1952. Authors’ names, sub- 
jects, and titles are all arranged in a single 
kiphabetical index. The Institute deserves 
the gratuitous of the profession for main- 
taining so valuable a research tool as this 
index. 


Farmer’s Income Tax—1954 
By Samuel M. Monatt. ComMERCE CLEAR 
Inc House, Inc., New York, Chicago, 
Washington, 1953. Pages: 180 (8% x 11), 
paper cover; $4.00. 
This is the eighth annual edition of Mr. 
Monatt’s hand lhook on farm-tax problems. 
Over the years since the first edition was 
published, the title ie been varied slightly, 
te number of pages has increased a bit, 
and the price has gone the way of most 
priees—upward. But for the most part, each 
new edition has a familiar look. To the 
larmer who prepares his own tax returns 
t to the accountant who prepares these 
turns for him, it is probably a reassuringly 
ania look. Mr. Monatt’s yearly hand- 
ks have been serving their purposes in 
ractical fashion for a long time. 
The book is intended to cover the special 
jroblems of farms operated by individuals 
t partnerships and accordingly, the cor- 
‘ rate farm is not treated separately. Within 
iS scope, the information given is abundant. 
The cash me the accrual tax reporting 
methods are separately treated and proper 
ecord-keeping for each method is described. 
Continued on page 296) 











1 % Per Year 


2 Savings Dividend 


ON FUNDS 
WHICH MAY 
NOW BE 
LYING IDLE 


CORPORATION OFFICERS often look for 
places where they can invest surplus 
funds, trustee funds, funds for deprecia- 
tion, self-insurance funds, reserves for 
taxes, lease deposits, etc. 

A NINTH FEDERAL Corporate Fund 
Account provides security of principal, 
availability and reasonable return. (Sav- 
ings dividend at 2%% per year, cred- 
ited semi-annually.) To conserve divi- 
dends, passbook loans are available. Up 
to $10,000 insurance per account by 
Federal Savings and Loan Insurance Cor- 
poration. As many accounts as desired 
may be fully insured if held in trust for 
different beneficiaries. For example: 
lease deposits held in trust for tenants. 
DESCRIPTIVE FOLDER CP-3 is waiting for you. Phone 
or write Edgar R. Tostevin, Vice-President, or visit 
either of our two convenient Savings Centers, 
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Transactions, both personal and of fam 
operation, affecting tax liability of farmer 
are treated in detail. As the book’s sy) 
title indicates, check lists of — things-t. 
remember, specimen filled-in tax forms, anj 


examples typifying a large proportion of th 
tax problems the farmer is likely to e. 
counter have all been included. Finally, there 
is a comprehensive topical index A worl 


of praise is also due Mr. Monatt for th 


clarity and simplicity of the book’s Englis 


There are a few oddities in this hané 


book. One is in the foreword, where th 
farmer is advised to “plan - plant - cultivas 
- reap” his taxes as he does his fam 
Perhaps some farmer should write a garden: 
ing handbook for accountants and_ in the 


foreword advise them to “cost - audit - 
compute - report” their gardens. Another 
oddity is the front-page treatment give 
to Form 843 - Claim for Refund. The 


original justification for this seems to hav 
been a provision in the 1951 Revenue Cot 
which opened the way to refund claims for 
a good many stock farmers. The running 


of the statute of limitations must by no 


have eliminated a vast majority of any suc 


claims left neglected since that date. Perhays 


in another year or two “843” will retreat t 
a more normal place in the book. 
New York, N. Y. R.D.D. 


(Continued on page 297) 
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Internal Accounting 
for Management Use! 


PROFIT ANALYSIS 


how to allocate, report and control 


DISTRIBUTION COSTS 


Including a set of working papers 
and illustrative forms by 

FREDERICK M. EISNER, B.C.S.,LL.M.,C.P.A. 
This NEW “‘how-to-do-it’” 384-page book 
describes a SIMPLIFIED procedure showing 
how original data is collected, condensed and 
made available in a complete, practical and 
currently successful system of Departmental 
and Specific-Products Accounting. 

SHOWS HOW to: obtain higher profit mar- 
gins through better product sales mixture; 
prepare simple, forward-looking, objective 
departmental and product reports for the 
USE and the guidance of management; ob- 
tain proper share of marketing costs for 
specific products; construct selling prices for 
different classes of customers involving dif- 
ferent methods of sale or delivery; locate 
weaknesses in the operation of unprofitable 
products or departments; compensate sales- 
men and department managers by effective 
incentives; control up-to-dateness of inven- 
tories; allocate expenses on bases of varying 
circumstances as well as on executive judg- 
ment; analyze differences between actual and 
budgeted profit; achieve many other profit- 
saving ideas. 























cf (Continued from page 296) 
O lar 
farmers ; . ‘ 
k’s suf Proceedings of the New York University 
things- Twelfth Annual Institute on Federal 
fa Taxation (November 4-13, 1953). 
ion of thé 
ely to a Edited by Henry Sellin, MATTHEW BENDER 
) ioe 2 cae “i 
uly, the & Company, Inc., Albany, N. Y., 1954. 
A wor aor 
tt foes Pages: XV + 1,263; $23.50. 
— This is the twelfth volume in the series 
his hant- : fae 
where { which reports the papers read by the distin- 
- cultivarfl. guished group of accountants and lawyers 
Ms fam who participated in this classic annual tax 
ee ey event. Sixty-eight papers are included, under 
audit the following fifteen subject headings: 
a Fraud Cases; Real Estate, Landlord and 
und, Th Tenant; Tax Office Techniques; Reorgani- 
ns to ha zation, Shareholder and Corporation; Plan- 
sen» Co ning for Employee Retirement Income and 
claims for . : : 
a Death Benefits; Problems of the Oil and 
tt by t Gas Industry; Problems of Family and Indi- 
F any su vidual; Problems of the Operating Business ; 
e. Perha Problem Seminars; Estate Planning; Some 
retreat t : : : : 
Tax Aspects of International Operations ; 
RDD Procedure; Procedure—Bureau Operations ; 
Problems of Buying and Selling; and In- 
——$—¥vestment Planning. An Index, a Table of 
Statutory References, and a Table of Treas- 
ury Regulations References complete the 
work, 

The carefully doctimented papers in this 
volume will furnish the tax practitioner 
with much food for his tax thinking. The 
single paper on Tax Office Techniques is 
reproduced in full in this issue, beginning at 
page 323 

) NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
AT 
PHILADELPHIA 6 CHURCH STREET CnIcAgo 
PITTSBURGH NEW YORK,N.Y. ST. LOUIS 
. 
—— 
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PROFIT ANALYSIS 





by FREDERICK M. EISNER, 
BG.S., LEM; GPA 
“PROFIT ANAL- 
YSIS” is based 
upon the author’s 
35 years’ experi- 


ence—14 of which 
were with nation- 
ally known firms 
of C.P.A.’s and 
18 years as Con- 
troller of medium- 
sized corporations. 
EASY to read; 

easy to under- 
stand; instantly 
useful. 





PROFUSELY illustrated with forms, charts, 
statements and explanations. $10 postpaid; 
refund if not satisfied after 10 irae trial. 
If, delivery in New York City, add 3% tax. 


CHARLES M. EISNER 


Dept. P — 70 Linda Avenue, White Plains, N. Y. 


297 



















BOOKKEEPERS 
mom LIMITED 
* “GO. 2es se Gag 


DIRECTED BY:'A C.P.A. 


RESPONSTS LE 
PXPERIENCED 
FORGE SO .@ ap ai) 4) Oe: 
P Bk sO NW EL 
EXCLUS TVR LY 
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COMPTOMETRY SERVICE 


Inventories, Statistics, Etc. com- 
puted in your office or ours. 


WORTH OFFICE SERVICE, INC. 


114 Liberty Street, N. Y. C. © W0Orth 4-6373 








specializing in the employment requirements 
of the public accountant and his clients 


ROBERT HALF 


personnel agencies 


25-15 bridge plaza n. 
long Island city 
stillwell 6-5707 


new york city 


130 w. 42 street 
longacre 4-3834 


directed by a certified public accountant 
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BUSINESS AND PERSONNEL 
OPPORTUNITIES 


Help Wanted: 20¢ a word, minimum $5.09, 


Situations Wanted: 10¢ a word, minimum $2,, 
Business Opportunities: 15¢a word, minimum $3,0), 
Box number, if used, counts as three words, 
Closing Date—15th of month preceding date oj 

publication. 


"BUSINESS OPPORTUNITIES 

Mail and Telephone Service: Desk pro- 
vided for interviewing. $6.00 per month, 
Directory Listing. Modern Business Ser- 
vice, 505 Fifth Avenue (42nd Street). 








Accountants’ Reports Toned 
Accurately and Attractively! Also expert 
mimeogr: iphing | Lillian Sapadin, 501 Fifth 
Ave., MU 2-5346. 


Don’t Let Your Work Pile Up! 
Monthly Reports Typed Quickly, Accurately 
Tax Reports - Correspondence 
Mimeographing 
BURLINGTON STENO SERVICE 
55 West 42 Street, Cor. 6th Avenue, 4th FI 
L Acka vwanna 4-22: 30 





C.P.A., age 31, own practice, desires per 
diem arrangement with overburdened C.P.A 

with partnership possibilities. Box 703, New 
York ‘C.P: A. 








C.P.A., age 38, Society member desi ‘sires to 
purchase practice or per ‘e arrangement. 


30x 704, New York C.P.A 


Cc. P. A.—45—Gross $15,000 seeks partner to 
merge for mutual benefit. Box 705, New 
York C.P.A 


CPA. al, ‘—E xcellent “diversified experience 
Seeks partnership or association with over- 
burdened practitioner or practitioner con- 
templating retirement. Cash available. Box 
707, New York C.P.A. 


C.P.A., 35 seeks to purchase small or me- 
dium size practice in N.Y.C. area. Substan- 
tial cash and terms. Box 708, New York 
CSP A. 


C.P.A.—Attorney—Society member, young, 
seeks to purche ise entire or partial account- 
ing practice. Cash available. Box 710, New 
York C.P.A 























—————— 





CoA. —seeks t to purchase entire practice, or 
invest in a partnership. Available for per 
diem tax assignments. Box 711, New York 
CP.A. 


i 





SITUATIONS WANTED 
C.P.A., Society member, 42, in public ac 
counting 18 years, desires position in private 
industry as controller, assistant to treasurer 
or chief accountant. Salary open. Box 706, 


New York C.P.A. 





—— 
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OPPORTUNITIES 


SITUATIONS WANTED 


(Continued from page 298) 





Partnership wanted—$15,000 own practice 
representing 8 choice clients)—C.P.A., 33 
_|3 years diversified experience. Box 709, 
Yew York Car. we 
CP.A., 28—Seven years diversified public 
«perience. Taxes and Audits. Desires pub- 
lic or private position with future. Box fiz. 
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INSURANCE PROGRAMS 


Seea Modernized? 


Because of the many changes affecting all forms of insurance 
in recent years, most buyers of business insurance realize 
that their coverages need to be improved and excessive 
costs reduced. 


A Jamison Survey and Audit will modernize their Insurance 
programs and should help in reducing costs. Savings were 
10% to 37% on our last eight audits. 


HERBERT L. JAMISON & CO. 


Insurance Survey, Audit and Advisory Service 
270 MADISON AVENUE, NEW YORK 16 
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Make Your ‘pick and shovel” Work pay 


Turn the routine figure tabulation on 
} your accounts into a real profit by turn- 
ing the job over to R & S. The cost of 
this service is trifling, the figures fast 
and accurate. 

You'll be freer to pick up more busi- 
ness and you'll be able to handle more 
and more accounts profitably with R&S 
doing your "pick and shovel” work! 











Punched card and manual tabulation. Tax 
reports — accounting reports of all types 
R&S is your service bureau for ‘live’ facts. 


Write Dept. CP! for the R & S service booklet, 
“Bring Your Figures up to Date” 


RECORDING & STATI STICAL CORPORATION 
our service bureau for ‘live’ facts 
100 Sixth Avenue : New York 13, N. Y. 
WOrth 6-2700 
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Relationship Between Industrial 
Accountants and Independent 
Public Accountants 


By AvpEN C, Situ, C.P.A. 


After indicating the common goal of industrial accountants and 

independent public accountants in achieving more reliable financial 

reporting, and reviewing the respective difficulties which each 

group encounters in the achievement thereof, the author points out 

many ways in which the independent CPA may be of help to the 
industrial accountant. 


I recall with a great deal of pleasure 
the last time | was in this hotel. It 
was the occasion in November of last 
year of the installation of the newest 
and largest chapter of the New York 
State Society of Certified Public Ac- 
countants—the Nassau-Suffolk Chap- 
ter. At that time I heard various 
persons who participated in the instal- 
lation comment on the growth of Long 
Island and its increasing importance 
as an industrial and business area. It 
was these factors, as well as the fact 
that so many CPAs live in this area 





ALDEN C. SmitH, C.P.A., is the 
President of our Society. He is a 
partner of Price Waterhouse & Co. 

This address was delivered by 
him on February 16, 1954, at the 
regular meeting of the Long Island 
Chapter of the N.A.C.A., at Garden 
City, New York. 
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that brought about the installation of 
our new chapter. | can well under- 
stand also that these same factors have 
brought about an increase in the num- 
ber of industrial accountants in this 
area and the need for their services. 

I know that many of the CPAs in 
this area who are members of our new 
chapter and of our Society are also 
members of the Long Island chapter 
of the N.A.C.A., and this is as it 
should be. I should hope that there 
will be occasions when the two organi- 
zations might have joint meetings to 
discuss mutual problems. Our rela- 
tionship, which is the subject of my 
discussion tonight, should be a close 
one. 

Who is the industrial accountant? 
To some he may be the comptroller ; 
to others the cost or factory account- 
ant. Much has been written about the 
relationship between the CPA and the 
comptroller with respect to their joint 
responsibility as to the yearly audit 
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and reports for external purposes. I 
want to discuss this relationship not 
only from a broad standpoint which 
would include the comptroller and 
factory accountant, but also more spe- 
cifically considering the industrial ac- 
countant as the one primarily interested 
in costs and factory accounts. 


Our Common Goal 

What are we trying to achieve? 
Although each of us has certain sepa- 
rate duties, the ultimate goal of our 
work should be the same. That is to 
achieve more reliable financial report- 
ing which will be more useful to, and 
better understood by, officials of the 
company, business generally and the 
public. Many industrial accountants 
absorbed in their day-to-day work may 
not have considered the importance of 
their job from the standpoint of busi- 
ness generally and the public. They 
should realize, however, that this is an 
important aspect of their work just as 
it is probably the major concern of 
the CPA, because business and° our 
economy will benefit from knowing 
how to make better use of the products 
of accounting. It is essential that both 
of us, individually and jointly, make 
an effort to explain to the public what 
accounting is and does, and to make 
accounting a more useful force for 
the betterment of Society. Therefore, 
we should strive for joint action by 
our different accounting societies, the 
N.A.C.A., the American Institute of 
Accountants, The Controller’s Insti- 
tute and the local C.P.A. societies in 
projects involving accounting as a 
whole. 


Mutuality of Understanding 
Necessary 


In order that we both may gain the 
most from our relationship, it is neces- 
sary that there be, first of all, a mutu- 
ality of understanding. Too often the 
CPA is expected to be a master of all 
phases of accounting and be acquainted 
with the peculiarities of accounting 
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problems of each industry. He is 
placed on a pedestal of perfection, and 
for that reason becomes a target for 
every conceivable type of criticism. | 
am sure that many of you have sensed 
this in very simple ways, such as the 
remarks which are made when you are 
keeping the bridge ‘score and _inad- 
vertently make an error in the scoring 
or in adding the columns. You who 
are the industrial accountants should 
not expect the CPA, when he comes 
to your plant for the first time or on 
repeat engagements, to know all about 
your business, the accounting  tech- 
niques and the factory accounting pro- 
cedures, to the same degree as you who 
have spent years in studying and per- 
fecting them. You can help to over- 
come this handicap by making it easy 
for the CPA to learn something about 
your business. Supply him with copies 
of special reports or studies made dur- 
ing the year which deal with account- 
ing procedures, costs and related sub- 
jects. While it might not appear at 
first glance that many of these reports 
would be of interest to the CPA, in 
all probability they contain data which 
will aid him in his work and it may be 
that, as a result of his broad experi- 
ence, he will be able to make construc- 
tive suggestions regarding the reports. 
A small amount of time spent with the 
CPA initially may save a great deal of 
time over the longer period. | am 
sure that you will find that a more 
intelligent audit will be made with less 
annoyance to you and your staff. 


I. The CPA’s Viewpoint 
Rotation of Audit Staff Deliberate 


The industrial accountant quite often 
comments on the fact that accounting 
firms have new men on the job from 
time to time, and I can quite well 
understand this, for it also presents a 
problem to those of us who have to 
review the work. At the same time 
you want men who have had experience 
and broad training so that you may get 
the benefit of a fresh viewpoini. In 
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order to give you this, it is necessary, 
and it is done deliberately, that there 
be considerable rotation, or otherwise 
the men cannot obtain experience and 
broad training. Experience can only 
be obtained by variety of work and 
just as some one helped in your train- 
ing so you should be willing to share 
your experience with others. Many of 
you men who have gone from public 
accounting into industrial accounting 
have obtained your positions because 
you had broad training along with 
some specialized experience. 

Another reason you find new faces 
on the job from time to time is that 
when the industrial accountant or his 
employer needs additional accounting 
personnel in responsible positions he 
oftentimes obtains them from the inde- 
pendent public accountants. Recently 
[ jotted down the names of fifteen 
companies whose accounts have been 
under my supervision and found that 
twelve of these companies have vice 
presidents, controllers, treasurers or 
chief accountants who. had formerly 
been with my firm. Whether we like it 
or not, I am firmly convinced that the 
CPA firm must recognize that one of 
its functions in our industrial and eco- 
nomic society, and one of its services 
to clients is the training of men to fill 
accounting positions. 


Use of Natural Business Year 
Advisable 


I think every CPA in a public ac- 
counting firm has nightmares derived 
from rush periods and the pressure 
of getting out year-end accounts. The 
American Institute of Accountants, 
the various State societies and many 
individuals have for years written 
articles, made speeches and _ pleaded 
with companies to adopt a_ natural 
business year in an effort to smooth 
out the curve of year-ends. Our efforts 
have not been too successful. So 1 
would ask you tonight to consider 


once again whether your year-end is 
a natural one. J] feel certain that one 
factors which will enable the 


of the 
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CPA to render better service will be 
the elimination of the calendar year- 
end rush period. 


Adequate Audit Time Schedule 

Essential 

There is another factor which enters 
into the problem of calendar year-end 
closings, and that is the timing of the 
work. It seems to me that whenever 
there is a squeeze on time the CPA is 
in the middle. His work schedule has 
to take into consideration the date of 
closing the accounts, the taking of the 
trial balance, the submission of the 
accounts to management or to the 
Board of Directors and the mailing of 
the annual report to the stockholders. 
Over optimism, perhaps unintentional 
but possibly avoidable, on the part of 
the industrial accountant as to the date 
when the books will be closed in many 
instances can only be compensated for 
by the CPA and his staff working 
under greater pressure and long hours 
with a resultant decrease in efficiency. 
very effort should be made to give 
the CPA as much time as possible in 
which to complete his examination, 
and for this reason the industrial ac- 
countant should be conscious of his 
responsibility in this respect. Also, in 
scheduling the submission of the ac- 
counts to management or to the direc- 
tors, consideration should be given to 
the time necessary to perform a 
proper examination rather than the 
incident of the meeting always being 
held on a particular day. One of the 
other problems in this respect which 
many have not realized and which 
have plagued accountants in recent 
years has been the increasing time 
required by printers to prepare the 
annual report. I have known cases 
where at one time the printing was a 
matter of a day or two, and then, due 
to unionization, high over-time pay 
and other factors, it became necessary 
to give the printers at least a week. 
It may be possible, as a result of pre- 
liminary discussions with them, to 
reduce the squeeze on the accountants. 
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The pressures which arise from these 
many factors of time usually fall on 
the CPA with the resultant overtime 
and, in many instances, reduction in 
efficiency. I feel certain that much of 
this could be eliminated through co- 
operative effort and better understand- 
ing on the part of the industrial ac- 
countant and the CPA. 


Variation in Accounting Methods 

and Practices Undesirable 

You will recall the phrase in the 
accountant’s opinion referring to prin- 
ciples consistently maintained. This 
oftentimes presents to the CPA prob- 
lems which the industrial accountant 
could be of material assistance in 
eliminating. We find there are situa- 
tions where changes in methods or 
practices are excused on the basis that 
they are not material. The industrial 
accountant should realize, however, 
that in order for the CPA to satisfy 
himself as to materiality it may be 
necessary for him to make additional 
test checks or enlarge the scope of his 
examination. Also, the acceptance of 
these changes in one year on the basis 
of their immateriality tends to estab- 
lish a precedent which can later plague 
the CPA. I am sure that you can 
recall from your own experience the 
difficulties which can arise from vary- 
ing treatments between years in many 
items, €.g., expensing or capitalizing 
certain types of expenditures, inclu- 
sion of certain costs in inventories, 
sales cut-offs and year-end accruals. 
I feel certain that the great majority of 
CPAs wish to take a practical busi- 
ness-like attitude with regard to such 
items, but in order to do their work 
properly they must know of their exis- 
tence and determine their materiality. 


II. The Industrial Accountant’s 
Position 
My previous remarks may _ have 
given you the impression that this 
matter of understanding is all one- 
sided. Let me now speak from the 
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standpoint of the industrial account- 
ant, for they no doubt often feel the 
lack of understanding and have justi- 
fiable complaints. 


Consideration of Client’s Schedule 

and Problems Imperative 

There seems to be a feeling on the 
part of some persons that the CPA, 
in order to maintain independence, 
must evidence degrees of aloofness 
or inflexibility. It is my personal opin- 
ion that independence is a state of mind 
which becomes as much a part of the 
CPA’s actions and thinking as_ his 
clothes become a part of his 
Being aloof or inflexible is not a mark 
of independence. The CPA auditing 
the books of a company should be as 
fully willing to understand the indus- 
trial accountant’s problems and be as 
sympathetic toward them as he expects 
the industrial accountant to be toward 
his. He should realize that the indus- 
trial accountant has his daily tasks to 
perform on the management team and 
that he may be plagued from time to 
time with internal auditors, tax inspec- 
tors, both federal, state and city, and, 
in cases where government contracts 
are involved, with various representa- 
tives of the government in connection 
with renegotiation and related prob- 
lems. The planning of the work should 
take these factors into consideration. 


dress. 


Assignment of Suitable Personnel 

Important 

Ivery effort should be made by the 
CPA firm to assign men to jobs who 
are most suited to the particular assign- 
ment. They should be given prelimi- 
nary instructions regarding the work 
and, if possible, some acquaintance 
with the operations of the particular 
company. It is desirable that every 
CPA be familiar with cost accounting, 
budgeting and other phases of indus- 
trial accounting. We in public account- 
ing are continually striving to assign 
men qualified by education and by ex- 
perience to auditing engagements 
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Avoidance of Unnecessary 

Working Papers 

There may be instances where the 
industrial accountant considers that 
the CPA is doing too much work 
preparing unnecessary schedules. This 
may be true and should be fully ex- 
plored but let me remind you that 
when the CPA leaves the job his work- 
ing papers are the only evidence of 
his work he takes with him. If at some 
time in the future questions arise as 
to the scope of the examination, the 
make-up of a particular account or 
the information obtained through in- 
terviews or discussions, the independ- 
ent accountant must rely in the first 
instance on these working papers. Thus 
the working papers become all im- 
portant not only from the standpoint 
of the review by the supervisor or 
partner on the job, but also as a mat- 
ter of evidence in later years. 
III. How the CPA May Help 

the Industrial Accountant 


Assuming now that the CPA and 
the industrial accountant have reached 
an understanding as to their respective 
problems, where does this relationship 
next lead us, and here I would like to 
point out some of the ways in which 
| think the CPA may be of help to the 
industrial accountant. I would sug- 
gest that initially there be a full dis- 
cussion of the timing of thé examina- 
tion and of the program with respect 
which they both 
such as inven- 
tory observations and inspection of 
operating procedures. The CPA with 
his broad experience can be of help 
to the industrial accountant in planning 
the physical inventory-taking. It may 
be that he will have suggestions which 
will simplify the ticketing of 
chandise, the amount of testing which 
should be done and the tabulation of 
the re sult. 
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Suggestion for Improvement in 
Testing and Sampling Through 
Use of Statistical Techniques 


I recently spent an afternoon with 
a group of accountants from several 
firms discussing this matter of iesting. 
One of the men had devoted consider- 
able time in study and research to the 
possibility of adapting statistical tech- 
niques to testing. I was amazed at 
the progress which is being made in 
this field and I left the meeting with 
the impression that it presents very 
intriguing possibilities. Its application 
goes beyond the testing and sampling 
made by the CPA and into the work of 
the industrial accountant. Many of 
you may have used it to some extent 
in testing quality and in other areas. 
Without attempting to go into the sub- 
ject in detail at this time I want to 
urge you to keep informed of the 
developments. Several articles have 
been written for the Journal of 
countancy and The New York Certi- 
fied Public Accountant recently, and 
there are others which will be printed 
in the near future. One of the con- 
clusions reached by a group of account- 
ants and statisticians who are now 
studying this subject is that 
“the efficiency of sampling procedures can 
be improved by utilizing modern statisti- 
cal principles as distinguished from the 
more usual subjective procedures for 
sample selection. Incorporation of statisti- 
cal principles in sample selection permits 
objective precision and risk determination 
and control in sample results.” 


It seems to me that you who are indus- 
trial accountants interested in sampling 
and testing as regards bulk purchases, 
payroll procedures, quality control and 
other phases of factor operations may 
find this subject one well worth giving 
some time and attention. 


Hints for Maintenance of 
Adequate Internal Controls 
Preliminary discussions between the 
CPA and the industrial accountant, as 
well as subsequent cooperative effort, 
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must include the broad but important 
field of internal accounting controls. 
As you undoubtedly know, the CPA’s 
audit program is predicated, to a con- 
siderable extent, on the company’s in- 
ternal accounting controls and, where 
there are internal auditors, considera- 
tion is given to the scope of their 
work. There is an excellent oppor- 
tunity for cooperation between the 
CPA and the industrial accountant in 
the study of accounting controls and 
in the maintenance of adequate internal 
safeguards. We hear so much about 
their importance to the CPA, but I 
think we must also realize that ade- 
quate internal controls are essential to 
the industrial accountant. The deter- 
mination of costs in many companies 
is one of the most important aspects 
of the industrial accountant’s work. 
Without controls which will assure that 
information is accurately reported and 
that it is summarized and analyzed in 
a meaningful manner according to 
sound cost practices, there can be 
little or no reliance placed on the unit 
costs of production. Carrying this 
one step further, these costs are often 
the basis used for pricing products or 
for concentrating sales efforts on the 
more profitable lines. When one is 
dealing in small units, even pennies are 
important. Unless the cost account- 
ant’s records are subjected to critical 
probing as to reliability, the statements 
which result may be misleading and 
dangerous, and they may easily lead 
to faulty managerial decisions and 
even to bankruptcy. Therefore the in- 
dustrial accountant, no less than the 
CPA, is concerned with certain ele- 
ments of internal accounting controls. 
I should like to quote a statement made 
by the Committee on Auditing Pro- 
cedure of the American Institute of 
Accountants : 

“The primary responsibility for safe- 
guarding the assets of concerns and pre- 
venting and detecting errors and frauds 
rests on management. The maintenance 
of an adequate system of internal account- 
ing control is indispensable to the proper 
discharge of that responsibility.” 
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The responsibility of management is 
also recognized by the SEC, so you 
see how important this subject is to 
the industrial accountant. The work 
of the CPA can be of great value to 
him in meeting this responsibility. ] 
would like to cite a simple illustration. 
l‘ollowing the installation of tabulating 
equipment in a plant, payroll data were 
computed and pay checks were pre- 
pared in the tabulating department. 
Signatures were imprinted on_ the 
checks by the use of a check-signing 
machine. Both the signature plate of 
a New York official.and the supply of 
blank checks were in the custody of 
the tabulating supervisor, and the plate 
was accessible to other persons in the 
tabulating department. It was_ the 
practice to imprint signed checks in 
blank, in a quantity somewhat in ex- 
cess of anticipated requirements, be- 
fore the preparation of each payroll. 
Unused signed checks were later de- 
stroyed by the supervisor. A situation 
such as this might well tempt an 
imaginative but weak employee into 
improper practices. In the desire to 
become modern in a machine age, the 
accounting personnel forgot the old 
system of using employees outside the 
tabulating department to run the check- 
signing machine and to obtain an in- 
depedent net payroll figure. The CPA 
pointed out the danger of permitting 
free access of all employees to the 
check stock, he described the proper 
use of locks and meters on check- 
signing machines which should be 
operated as a treasury function, and 
he suggested that signed checks should 
not be returned to the tabulating de- 
partment but instead that they should 
be distributed to bona fide employees 
by someone not connected with the 
preparation of the payroll. 


Recommendations for Improvement 
of the Accounting System 
Recommendations for improvements 

in the system should be fully explored 

by the CPA with the industrial ac- 
countant, and in so far as possible they 
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should agree on those to be submitted 
to management. Oftentimes recom- 
mendations made by the industrial ac- 
countant to management become buried 
in “next week’s” file. Given an oppor- 
tunity to study these recommendations, 
the CPA may be able to incorporate 
them in his report and thereby bring 
them to the attention of management 
in such a way as to emphasize their 
importance and this may result in their 
adoption. If this is done, the CPA 
should give credit to the industrial 
accountant for originating the sugges- 
tion. | recall one situation where the 
company accountants had for some 
time tried to convince management that 
the receiving department should at 
least test-weigh several lots of cast- 
ings which were being paid for by the 
pound. When the CPA expressed his 
view in writing on this subject man- 
agement made the change. 


Advice Regarding Organizational 

Problems 

The CPA may also be of material 
assistance to the industrial accountant 
in respect to the organizational set-up 
of his department or of the company. 
Asa result of his broad experience, his 
knowledge of other departments in the 
company and his ability to compare 
various organizations, he is often in a 
position to view the organization func- 
tionally as well as by departments. 

In one case which I| heard of re- 
cently, the CPA was requested to 
review the organization and procedures 
of a company which was concerned 
with the size and constantly increasing 
cost of its administrative departments. 
This review indicated that an organi- 
zation based on strictly product lines 
was far more expensive, in this par- 
ticular case, than one in which various 
departments performed common func- 
tions for all products. Striking econo- 
mies and increased efficiency resulted 
from consolidating the various depart- 
ments. 

In the course of an examination, 
the CPA deals with an accounting 
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organization from the top financial 
officers down to the most inexperienced 
clerk in the plant. In his work he may 
determine where serious organizational 
problems exist and often able em- 
ployees can be brought up through the 
ranks to strengthen weaknesses. I’m 
not suggesting that CPAs make it a 
practice to job-rate an accounting de- 
partment for this is impracticable, but 
I am saying that in large corporations 
where top management seldom visits 
the outlying organizations or has an 
opportunity to observe the work in 
various departments, the CPA may de- 
tect general weaknesses and recom- 
mend that management review par- 
ticular locations. 


Counsel Concerning Proposed 
Changes in Accounting Principles 
or Practices 


It often happens that the industrial 
accountant contemplates changing some 
accounting principles or practices. By 
way of illustration, suppose that your 
company has, in the past, determined 
inventory values of work in process 
and finished goods by adding direct 
materials, direct labor and overhead, 
overhead being computed at a percent- 
age of direct labor. Such application 
of overhead has reasonably approached 
the actual overhead during normal 
plant activity. Now your company may 
be exploring the idea of omitting fixed 
indirect costs from the inventory 
(popularly called Direct Costing), and 
many companies must be exploring this 
matter or there wouldn’t be so many 
recent articles on the subject. Does 
direct costing today meet the test of 
“generally accepted accounting prin- 
ciples”? In accounting Research Bul- 
letin No. 29 of the Committee on 
Accounting Procedure of the American 
Institute of Accountants, the following 
sentence appears: 

“Tt should be recognized that the exclusion 

of all overheads from inventory costs does 

not constitute an accepted accounting pro- 
cedure.” 
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The adoption, therefore, of direct cost- 
ing should be a matter of discussion 
between the industrial accountants and 
the CPA in arriving at a mutually 
agreeable presentation. The latter, 
with his broad experience, can be of 
great help in many situations of this 
type. 


Other Areas of Helpful Cooperation 

Other areas in which CPAs might 
be of service could be discussed at 
length, but I should like merely to 
refer to them rather briefly. 


Government Contract Cost 

Determinations 

Many of you have problems arising 
through government contracts. Where 
the costs are subject to review by 
government cost inspection services, 
some contractors have taken advantage 
of the CPA’s familiarity with the ac- 
counts of the company and have asked 
that they prepare memoranda concern- 
ing the scope of the work carried out 
in the examination of accounts, a sum- 
mary statement containing a descrip- 
tion of the principles and methods fol- 
lowed by the contractor in charging 
direct expenses and in allocating costs 
and expenses entering into product 
costs, concluding with an expression 
of opinion as to whether the principles 
applied would result in a fair deter- 
mination of costs under the contract. 
In this connection, they may also ask 
for a summary of the important in- 
ternal accounting control features in- 
volved, and the manner in which they 
were tested. The Contract Audit 
Manual which was promulgated June, 
1952, and is now being used by all 
cost inspection services and the De- 
partment of Defense, assumes that the 
cost inspection services will take cog- 
nizance of reviews made by CPAs. 
Section 3-2.003(d) of this manual 
reads as follows: 

“Where independent public accountants 

or contractor's internal auditors have sur- 

veyed the accounting practices and in- 
, ternal controls, possibly as a part of a 
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broader audit assignment, the survey audi- 
tor should endeavor to obtain copies of 
reports or working papers for review. 


The cost inspector is thus entitled to 
accept the evidence of an independent 
survey and, if he is satisfied that the 
survey was made in an objective man- 
ner, he may reduce the scope of his 
own investigation accordingiy. 


Transactions Involving Tax 
Implications 


I think we all realize more and more 
each year that we are in an age of 
specialization, and most CPA firms 
are able to supply specialized service 
as regards the ever-increasing prob- 
lems arising from taxation and systemi- 
zation. Industrial accountants should 
welcome the advice and suggestions of 
the CPA who spends his time studying 
tax laws, regulations and decisions, as 
he can undoubtedly obtain from him 
advice as to depreciation rates, ex- 
penditures which may be _ borderline 
between repairs, improvements or capi- 
tal items, the expensing of certain 
types of materials and supplies, the 
treatment to be accorded the recovery 
from fire losses and many other aspects 
of the operation which have tax 
implications. 


Systems and Procedures Developments 


The benefits which may be gained 
from the CPA in the field of systems 
and procedures is much too broad to 
discuss in any detail. There is a great 
deal of study going on at the present 
time with regard to mechanization, 
particularly in the field of electronics. 
Unless the industrial accountant is able 
to devote a major portion of his time 
to these subjects he cannot possibly 
keep up with the developments. [or 
that reason he may find the experience 
of the CPA to be most helpful and 
should not hesitate to pick his mind 
from time to time. Specific examples 
of areas in which the CPA can be of 
assistance to an industrial accountant 
as regards his cost accounting pro- 
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Relationship Between Industrial and Independent Public Accountants 


cedures and systems include the fol- 
lowing : 
1. Plan an integrated cost and budget 
system to develop cost and expense 
control. 


tr 


Review operations to determine cost 
centers and establish a chart of ac- 
counts. 

3. Design production records and _ proce- 
dures to provide the accounting depart- 
ment with adequate information. 

4. Plan method for summarizing and in- 
terpreting production information. 

5. Advising as to new and improved tech- 
niques in accumulating, classifying, 
assorting and summarizing accounting 
information. 

6. Design system for control of materials 
during receiving, storage and use. 

7. Plan payroll system. 

8 In a large organization act as consult 

ant to the methods and procedures divi- 

sion of the accounting department. 


Examples of Helpful Assistance 
by the CPA 


[ should like to give you three 
specific examples of assistance given 
by the CPA to the industrial account- 
ant. 

The first involved an analysis of the 
material-handling procedures. The in- 
dustrial accountant furnished a list of 
factors comprising his material- 
handling costs and requested the CPA 
to make a survey to determine whether 
he could make recommendaticns as to 
the introduction of equipment or pro- 
cedures that would lower these costs 
or improve the material-handling serv- 
ice to the production lines. 

The people considered in the ma- 
terial-handling area were chiefly lift- 
truck operators, storekeepers, shipping 
and receiving department personnel, 
and elevator and crane operators. 

The survey indicated that because 
of inadequate production planning and 
incorrect organization of the person- 
nel assigned to the material-handling 
lunction, additional handling costs 
were taken on by other departments 
such as production control and the 
production department. These addi- 
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tional costs had been buried in the cost 
of operating the production depart- 
ments and had not been segregated 
as a material-handling cost. Once the 
CPA had isolated these costs, he was 
able to establish that they were about 
as large as the cost of the material- 
handling area that he was originally 
assigned to investigate and that the 
potential savings from these hidden 
costs were greater than from the 
routine material-handling operations. 


Another illustration is the case of 
an organization with limited working 
capital and the need of expensive parts 
in its product which was faced with 
the necessity of establishing a parts 
procurement program which mini- 
mized inventories but yet had the ma- 
terials available to meet production re- 
quirements. The CPA, with the 
assistance of company personnel, de- 
signed an efficient, highly mechanized 
production control system which en- 
abled the company to increase its 
production by 40% without changing 
its investment in inventories. 

In the third case, the CPA, in the 
course of designing a series of finan- 
cial reports for executives, developed, 
in cooperation with the industrial ac- 
countant, a statement showing not only 
the commissions and total sales made 
by individual salesmen, but also the 
profitability of these sales. These 
statements revealed that, because the 
salesmen’s compensation plan gave no 
consideration to the profitability of the 
sale, the salesman made relatively little 
effort to obtain a top sales price. In- 
stead they preferred to make a num- 
ber of sales at lower prices —in fact 
at prices which left little or no pro- 
fit for the company. The new com- 
pensation plan gave the salesmen the 
financial incentive to sell “profits”, not 
merely to sell “sales’’; the resultant: 
change in emphasis had its desired 
effect. 

In each of these cases the broad ex- 
perience of the CPA, the need to keep 
up to date, enabled him to give the 
industrial accountant real service. 
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Conclusion 


The relationship between the indus- 
trial accountant and the CPA is a 
broad subject much too broad for 
anyone to try to cover adequately in 
a single address. In speaking on this 
relationship between the two groups 
[ have tried to point out the reasons 
why I believe understanding and co- 
operation are essential, and some of 
the more important ways in which 
these essentials will benefit both 
groups, in the most practical sense. 

In closing, let me summarize the 


major points I have attempted to 
stress: 
First, industrial accountants and 


CPAs have every reason to work 
together, for our fundamental ob- 
jective is a joint one: that is, to 
provide reliable financial data which 
will benefit management, — stock- 
holders and the public. 


Second, the industrial accountant 
should 


PA 


always recognize that the 
bread 


although he has a 


background of experience — will 
not normally know as much about 


the details of the company as the 


internal accountant does. However, 
the CPA should make every effort 
to familiarize himself with the com- 
pany, and the industrial accountant 
should assist him. 

Third, each group must realize the 
absolute necessity of planning the 
audit or other work in a manner 
which will be conducive to efficient 
work and not upset the day-to-day 
accounting operations of the com- 
pany. 

Fourth, the industrial accountant 
should avail himself of the varied 
services which are obtainable from 
the CPA. 


With understanding and cooperation 
I am sure that the two groups will be 
making real progress in their objec- 
tive to provide greater service, and in 
advancing the over-all objectives of 
accounting as a force in business and 
the American economy. 
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Stock Options and Prosperity 


By J. HT. 


ITH our national economy reputed 
W to be on the verge of a reces- 
sion, competent management has never 
been in such great demand within our 
own memories as it is today. Yet 
management’s incentive to earn more 
is frustrated by confiscatory, progres- 
sive, income taxes with little antici- 
pated relief from the promises of tax 
rate reductions. Without management 
being properly rewarded, our entire 
national economic life is bound to 
suffer, which must bring in its wake 
more and more socialistic government 
interventions and controls, and _ per- 
haps communism. 

One way of stimulating executives 
to greater activity is to offer them an 
option to purchase shares of stock in 
their corporate ventures at attractive 
prices so that they can defer some of 
their earnings to later and less pro- 
ductive years of their lives, and/or 
so that they can enjoy thereon bargain 
long-term capital gains rates of 25 5%. 
Section 218 of the Revenue Act of 
1950! was specifically legislated to fill 
such a need as this by offering tax- 
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lecturer on tax subjects. He is also 
the proponent of the current pro- 
posal to offer all taxpayers an incen- 
tive progressive tax rate cut if their 
earnings and profits exceed their 
moving average earnings and profits 











of the last four years. 





! Also known as Section 130A of the Internal Revenue Code. 
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payers the so-called restricted stock 
option. 


Definition of Restricted 
Stock Option 


A restricted stock option permits an 
employee to purchase employer-corpo- 
rate stock at specific contractual and 
tax terms. A tax is not incurred when 
the option is granted to or exercised 
by the employee irrespective of the 
intent or the purpose of the parties, 
whether it be compensatory, proprie- 
tary, or both. The option price must 
be 85% or more of the fair market 
value of the stock at the time of the 
option grant. The acquired stock must 
not be disposed of within two years 
after the option is granted, or within 
six months after the stock is acquired. 
The option must be non-transferable 
except by inheritance. The optionee 
must not own at the time of grant, 
directly or indirectly, more than 10% 
of the employer-corporation’s _ total 
voting stock or that of its parent or 
subsidiary. The option must be exer- 
cised during employment or within 
three months after its termination. 


If the option price is 95% or more 
of the fair market value of the em- 
ployer stock at the time of grant, not 
fully taxable profit but capital gains 
at tax rates of 25% for stock held 
more than six months, will accrue at 
the time of disposal. However, if the 
option price is between 85% and 95% 
of such value at the time of grant, 
full tax rates will apply at the time 
of disposal on an amount, if any, by 
which the option price is exceeded by 
the lesser of the fair market value of 
the stock at the time of the option 
grant, or at the time of disposal. 


For a more detailed 


study of executive restricted stock options see the author’s article bearing this title in Taxes, 


September 1953, pp. 735-742. 
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Illustration of Restricted 

Stock Option 

lor example, on January 10, 1953, 
a corporate executive received a re- 
stricted stock option to purchase a 
share of stock in his corporation for 
$85, when its fair market value was 
$100. Two years later, on January 10, 
1955, he exercised the option when its 
fair market value was $125. One year 
thereafter, on January 10, 1956, he 
sold his share of stock for $150, which 
was its fair market value. The differ- 
ence between the fair market value on 
the date of the option grant and the 
option price was $15, which constitutes 
additional fully taxable income for the 
executive in 1956. This $15 sum is 
then added to the $85 cost basis of his 
share of stock to increase it to $100 
to determine future gain or loss on 
disposal. Since he sold it for $150, 
he sustained a long-term capital gain 
of $50. Had he sold it, however, at a 
fair market value of $75 he would not 
have had any additional reportable 
income in 1956. In such event, its 
basis would have remained his cost of 
$85. Having sold it for $75, he would 
have suffered a long-term capital loss 
of $10. 

Had this executive procured a re- 
stricted stock option to purchase this 
stock on January 10, 1953, for $95 
he would have enjoyed later capital 
gain treatment in the event of 
appreciation. 

The employer-corporation is con- 
sidered as having received only the 
option price for its shares, and is 
denied any deductions in connection 
therewith. This is so even where the 
option price is 85% to 95% of fair 
market value. 

Modifications, extensions and re- 
newals of existing options constitute 
new ones. Under such circumstances, 
the fair market value of the stock is 
the higher of the value on the date of 
the original grant, or of its modifica- 
tion, extension, or renewal. 

Disposition of the stock comprises 
any transfer of title. It includes a 
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sale, exchange, or gift. It does not, 
however, include a transfer from a 
decedent to his estate, or a bequest or 
inheritance, or a tax-free corporate 
reorganization. A pledge or hypothe- 
cation, likewise, does not constitute a 
disposition; but if a creditor sells the 
pledged stock, that event does. 

Ordinarily, only the employce-op- 
tionee may dispose of the stock during 
his life. The tax advantages of re- 
stricted stock options may survive the 
death of the qualified employee who 
exercised his option but not if he failed 
to do so. If an employee dies before 
disposing of his stock the tax advan- 
tages inure to his executor or heir 
upon disposition. 


Uncertainties 

A most vexing problem in qualify- 
ing for restricted stock options is the 
matter of determining the fair market 
value of stock on given dates. Where 
stock is listed on the New York or any 
other stock exchange, such prices can 
be readily ascertained. In the case of 
closely held and non-listed corpora- 
tions, only valuation appraisals can 
be relied upon and they are not alto- 
gether dependable. Under these cir- 
cumstances, the safest precaution is to 
accept the highest of several appraisals. 
These valuations may decide whether 
the stock options are of the “95% to 
100%” capital gain, or the “85% to 
95%” ordinary income variety, or 
whether they are at all restricted stock 
options. 

There are other serious pitfalls to be 
avoided in the anxiety to enjoy the tax 
benefits of the restricted stock option. 

3ecause of its tax advantages and its 
brief history, it would be advisable at 
present to comply strictly with both 
the form and substance of the stat- 
ute. A prospective employee-optionee 
should not seek to qualify by only 
temporarily divesting himself 0! 
enough stock to avoid owning more 
than 10% of the stock of the employer- 
corporation. Similarly an “85% to 
95%” optionee should not attempt to 
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escape fully taxable compensation 
income by making an incomplete gift 
of the stock when its market value is 
at less than or at option price, with a 
secret understanding that the gift is a 
fiction. However, if the gift is bona 
fide in substance as well as in form, 
capital gains on the appreciation if 
any, will inure to the donee. 

There are still other realms of un- 
certainty in restricted stock options 
which should be avoided until the 
courts have clarified them by decided 
cases of the daring or the ignorant 
taxpayers. Are all corporate recapital- 
izations and all types of reorganiza- 
tions to be treated as the original or 
new corporations in the matter of issu- 
ing restricted stock options? Are 
variances in option prices dependent 
on more attractive offers to other em- 
ployees to be treated as modifications 
of restricted stock options and there- 
fore new ones? Are variances in the 
amounts of stock available to optionees 
dependent on changes in total out- 
standing stock to be considered modifi- 
cations? Are continuations of stock 
options in new employment contracts 
to be thought of as new options? 
Does the restricted stock option be- 
come disqualified if the holder of the 
option dies before the exercise of it? 
How can the employer-corporation 
take a deduction for a salary expense 
in a restricted stock option situation 
which becomes compensatory in nature 
because of an undisclosed employee 
disqualification relative to his stock? 


Solutions to the Uncertainties 


Some of the uncertainties have al- 
ready been removed. Stock valuations 
to determine the 95% minimum for 
capital gains and the 85% minimum 
to qualify, the 10% stock ownership 
limitation, and the two-year holding 
period all turn on the date of the 
granting the option. The Revenue Act 
of 1951? fixes this effective date to be 

“Section 331(b) of the Revenue Act 
Internal Revenue Code. 
> Regulations 111, Section 29.130 A-1 to 
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the day when the Board of Directors 
votes it, even if it was subject to later 
stockholder approval. Likewise, U. S. 
Treasury Regulations hold that the 
governing date is the day the Board of 
Directors acted, even though made 
subject to a governmental agency ap- 
proval, unless a contrary intent is 
clearly expressed. The exercise date 
of the stock option is the one when 
the employee unconditionally accepts 
the corporate-employer’s offer to buy 
its stock, and a sale, or a contract to 
sell, is consummated? The U. S. 
Treasury Regulations also declare that 
the six-months holding period of the 
stock start when “the transfer of 
ownership of such share, or the trans- 
fer of substantially all the rights of 
ownership” is effected. It would be 
well advised, therefore, in the financ- 
ing arrangements with the employer 
for the purchase of the stock that they 
do not vitiate the passage of title of 
the stock to the employee. For these 
and other reasons, restricted stock op- 
tions have at times proven relatively 
unattractive to both employees and 
employers. 


Employee Objections 

The employee objects to the limita- 
tion of the capital gain treatment to a 
5% differential, to the danger of run- 
ning afoul of the 85% to 95% ordi- 
nary income treatment if the fair 
market value of the corporate stock is 
under-appraised, and to the long hold- 
ing periods, among other uncertain 
pertinent tax problems, for all of 
which the executive must invest con- 
siderable sums of money. 


Employer Objections 


The corporate-employer, too, may 
find restricted stock options unappeal- 
ing. It denies itself a current tax 
deduction when corporate tax rates are 
high in exchange for greater potential 
of 1951 added Section 130A(d)(5) to the 
5. See also John C. Wahl, 19 T.C., No. 81. 
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future corporate profits which may 
never materialize. 


Compensatory Stock Options 


In the event of non-qualification or 
disqualification, the hoped for re- 
stricted stock options revert to the 
compensatory or the even more de- 
sirable proprietary type of stock 
option. 

The compensatory kind is of such a 
variety that the spread between the 
option and market prices of the stock 
at the time of the exercise does not 
yield taxable income unless this differ- 
ential irrespective of size at the time 
of the grant, was compensatory in 
nature. The free grant of the stock 
option is tax-ignored by both the em- 
ployer and employee but the differen- 
tial is treated as a tax deduction for 
the employer and additional taxable 
income to the employee, and the tax 
basis of his acquired stock is increased 
by this spread. 


Proprietary Stock Options 


The proprietary stock option type 
is distinguishable from the compensa- 
tory one primarily by the joint intent 
of the employer and employee. The 
proprietary type is characterized by 
the fact that the free grant of the 
stock option and the differential be- 
tween the market and option prices 
of the stock upon exercise are ignored 
by both the employer and employee 
for tax purposes, and the bargain 
option price is the basis for the stock 
in the hands of the employee for 
future disposition. It might well be 
that the proprietary and “95% to 
100%” restricted stock options are not 
mutually exclusive. It would be ad- 


4T.D. 4879, 1939-1 C.B. 159. 


visable to prepare restricted stock op- 
tion arrangements with executives so 
that the options might also qualify as 
proprietary ones. 


Employer Consideration 


It is imperative that a corporation 
receive adequate consideration for any 
type of executive stock option to 
legalize it. In two recent Delaware 
cases, stock option agreements were 
voided by dissenting stockholders who 
were able to establish, despite stock- 
holder and director approval, that the 
corporation might not receive contem- 
plated benefits because of the absence 
of appropriate optionee employment 
contracts. However, a New Jersey 
court approved a restricted option plan 
under similar circumstances. The dis- 
tinguishing feature was the fact that 
the employee could not exercise the 
option unless he was in the employ 
of the company for one year after the 
option was granted which was in com- 
pliance with ihe state law. Proper 
draftsmanship of the instruments and 
the recent anti-minority stockholder 
lawsuit legislation’ should wholly pro- 
tect corporations. 


Alternatives to Stock Options 

In conclusion, sales executives and 
their employers might well consider the 
following alternatives to stock options: 


(a) Stock warrants seem to cast 
promising light on the tax horizon to 
encourage sales management. Such a 
warrant constitutes a privilege, pro- 
curable at a low fixed fee, to buy 
company stock at a bargain price. The 
subsequent sales price of the stock 
warrant or of the company stock yields 
capital gain at the maximum 25% tax 


5 Kerbs vy. California Eastern Airways, Inc., 90 Atl. (2d) 652 (S. Ct. Del., 1952); 
Gottlieb v. Hayden Chemical Corp., 90 Atl. (2d) 660 (S. Ct. Del., 1952). 
6N.J.R.S. 14: 9-1; Eliasberg v. Standard Oil Co., 92 Atl. (2d) 862 (Super Ct. N. J. 


1952). 


7 Section 153, General Corporation of Delaware (revised 1953); Montana General 


Corporate Law, Sec. 15-801 (1953). 
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rate, if held more than six months.§ 

Another alternative is the purchase 
of company stock with very limited 
and circumscribed rights. The pur- 
chase of stock at a low price is not a 
taxable event if it could be resold only 
to fellow-executives during a limited 
period of time at restricted prices. The 
expiration of these adverse conditions 
does not yield taxable income; it is the 
subsequent sale of the stock that may 
yield capital gain.® 


Internal Revenue Code of 1954 


Section 421 of the proposed Internal 
Revenue Code of 1954, known as 
H.R. 8300, offers to remove several 
of the certainties of restricted stock 
options, and promises, if enacted, to 
render restricted stock options much 
more popular. 

The 10% stock ownership limitation 
will not apply if the option price is 
110% or more of the value of the 
stock at the time the option is granted, 
and the option is exercisable for a 
period of not more than five years. 

The estate or beneficiary of a de- 
ceased employee is permitted to exer- 
cise his stock option. The estate tax 
attributable to the inclusion of the 
option in the decedent’s estate is to be 
allowed as a deduction for income tax 
purposes in the year in which the 
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estate or beneficiary has an increased 
income as a result of the disposal of 
the stock acquired under the option. 

A variable price option is one in 
which the price to be paid by the em- 
ployee for the stock is determined by 
reference to the market price of the 
stock at the exercise date. The bill 
permits this if the option price is with- 
in 85% of the value of the stock at 
the time the option was granted, pro- 
vided the other qualifications are met. 

The bill preserves the rights of the 
employee holding an unexercised re- 
stricted stock option in a_ tax-free 
corporate reorganization. 

Changes in the terms of a restricted 
stock option attributable to a corporate 
reorganization, and those changes that 
do not benefit the employee, exercis- 
able over a period of ten years or less, 
are not to be considered a modification 
requiring a new option price. 

Restricted stock options owned by 
joint tenants may pass from one to 
another without incurring tax liability. 

When restricted stock options be- 
come disqualified, the deductibility of 
the stock option and its taxability for 
the employer and employee respectively 
are adjusted in the year the stock is 
sold. 

Future restricted stock options will 
be valid for exercise for a maximum 
period of ten years. 


8 Estate of Lawson Stone, 19 T.C., No. 105 (1953), affirmed C.C.A.-3. 
9 Kuchman, 18 T.C. 154 (1952) Acq.; Lehman, 17 T.C. 652 (1951), appeal dismissed. 
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How to Create a Safe Family 


Partnership 


By HERMAN H. Couen, C.P.A. 


Family Partnership as 
Tax Saving Device 


The family partnership can provide 
one of the simplest and most effective 
methods of splitting income. Prevail- 
ing high rates which have been in 
effect since World War II and which 
will undoubtedly remain substantially 
in force during the rest of our lives 
clothe the device with great importance 
and interest. 

Except in limited circumstances, 
there is presently no income tax ad- 
vantage in a partnership between hus- 
band and wife, but there is still the 
same multiple advantage in the creation 
of a partnership with children or other 
members of the immediate family. A 
valid family partnership can produce 
the following savings: 

1. Income can be removed from the 
highest brackets of the parents and 
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ference held in New York City on 
November 23, 1953, under the aus- 
pices of the Committee on Federal 
Taxation. 











taxed in the lowest brackets of chil- 
dren or other members of the family, 

2. If the income of any of the chil- 
dren or other partners who are de- 
pendents is less than $600. for the year, 
it escapes income tax entirely and the 
parents still retain the $600. exemption 
for each. 

3. On each partner’s return, the 
optional standard deduction of 10% of 
income but not in excess of $1,000. 
may be taken. 

4. By making judicious use of inter 
vivos gifts of partnership interests, 
substantial savings in estate tax may 
later be made upon the death of the 
donor. 


History of Family Partnerships 


At the very inception of the federal 
income tax, and from then on for 
many years all court decisions held 
that where there was a bona fide 
family partnership, it was recognized 
for tax purposes!. If the bona fides 
was present, it was recognized to the 
same extent for tax purposes whether 
a newly acquired partner was a minor 
son or a total stranger. A gift of an 
interest in a partnership to a member 
of the immediate family was consid- 
ered in no way different from a gift of 
stocks, bonds, or real estate. Just asa 
tax on dividends, interest, or rents 
could not be shifted without a transfer 
of the property from which the re- 
spective income was derived, so too 
for income tax purposes, partnership 
income could not be transferred inde- 
pendently of an interest in the partner- 
ship. But, once such partnership inter- 
est was acquired, it received unques- 
tioned tax recognition regardless of 


1 Jennie W. Atwood vy. U.S. 3 F. Supp. 321. 
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How to Create a Safe Family Partnership 


whether the partner performed any 
vital services, or regardless of the 
source of the capital investment in the 
partnership. 

A father could make a gift to his 
wife of part of his own capital in his 
business,” additional gifts to some of 
his children, and to trusts created for 
other of his children, and have them all 
participate with him as partners in a 
general or limited partnership*. Only 
one question was considered pertinent : 
“Was a valid partnership formed ?” 

In the early ’forties, individual in- 
come tax rates had reached new highs 
and for several years it had become 
more and more advantageous to split 
income with immediate members of 
the family. The favorite income-split- 
ting device was the family partnership 
and since, at that time, the blessings of 
the present joint return had not yet 
been bestowed upon taxpayers, the 
favorite partner was the spouse. 

The Treasury, sensing a very sub- 
stantial loss in revenue through the 
growing use of family - partnerships, 
suddenly developed a stern attitude 
toward them and sought ways and 
means to invalidate family partner- 
ships for tax purposes. The fact that 
a valid partnership had been created 
under the applicable state law, was 
being disregarded for tax purposes. 
In 1944, the Treasury found its first 
support in the Tax Court which held 
in one case that a family partnership 
was invalid for tax purposes where the 
partnership interest was acquired by 
gift and the donee partner performed 
no services*. However, the situation 
became more and more befuddled as 
the unanimity of opinion which once 
prevailed on the subject was torn to 
shreds among the Tax Court, District 


—_——_. 


Courts and Circuit Courts. The Tax 
Court, in its decisions, was even in 
conflict with itself5. Finally, in two 
important cases, Tower® and Lust- 
haus’, the Supreme Court supported 
the Tax Court in refusing to recognize 
for tax purposes a family partnership 
created by gift. 

The Supreme Court decisions, far 
from clarifying the situation, lent ad- 
ditional confusion to it. The most 
rigid interpretation of the decisions 
was given by the Tax Court which 
held that no valid family partnership 
could exist unless the relative acquir- 
ing a partnership interest used his 
original capital, or contributed substan- 
tially to the control and management 
of the business, or performed vital 
additional services. However, other 
courts did not go along with the Tax 
Court® and the Supreme Court again 
found it necessary to step in. 

In the Culbertson case®, the most im- 
portant of family partnership cases, 
the Supreme Court pointed out that its 
previous family partnership decisions 
had been misinterpreted. The court 
said it did not intend a partnership 
interest to be invalidated because the 
partner obtained his interest by gift 
and rendered no vital services. Prin- 
cipally, the question is whether the 
partners really and truly intended to 
join together for the purpose of carry- 
ing on the business and sharing the 
profits. In answering this question, the 
rendition of services and the contribu- 
tion of capital are among the factors 
to be considered. 

Obviously, the concept of what is a 
valid family partnership has not re- 
mained static. The Tax Court has 
recently held that where a partner- 
ship between a father and his three 


2Glensder Textile Co., 46 B. T. A. 607 (A) 


3 Sidney Nathan, T.C. Memo Dkt., No. 102726, 5/14/43; Justin Potter, 47 B. T. A. 607. 
4R. W. Camfield, T.C. Memo Dkt., No. 112451, 2/9/44. 


5 Robert P. Scherer, 3 T.C. 776. 


6 Comm. v. Francis E. Tower, 327 U.S. 280. 


7A. L. Lusthaus v. Comm., 327 U.S. 293. 


_ 8 Robert S. LeSage v. Comm., 173 F. (2d) 826; Gil Graber v. Comm., 171 F. (2d) 32; 
Thomas A. Walsh, Jr. v. Comm., 170 F. (2d) 535... 
9Comm. v. W. O. Culbertson, Sr., 337 U.S. 733. 
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daughters was considered valid for the 
year 1937, it was not res judicata for 
1944 and 1945 because later Supreme 
Court decisions had changed the legal 
concept of a valid family partnership”. 


Amendments Under 1951 Act 


With the cumulative confusion grad- 


ually mounting to chaos, Congress 
finally decided to act. In the 1951 


Revenue Act, Congress attempted to 
set up by statute the requirements for 
a valid family partnership for years 
after 1950". The provisions cover 
only those situations in which capital 
is a material income-producing factor. 
In other situations, the law as laid 
down in the Culbertson case still ap- 
plies. It is now very clearly provided 
that in any family partnership, in 
which capital is a material income pro- 
ducing factor, validity of the partner- 
ship arrangement will hinge upon the 
actual contribution of capital by each 
partner. It is now as clearly settled 
that the validity of a partnership will 
not be vitiated by the fact that one or 
more members of the partnership ob- 
tained their interests by gift or by pur- 
chase from another or other closely 
related members of the partnership. 
The basic question now is “Was there 
an honest intent to form a partner- 
ship?”. 

The interest may be obtained in any 
way but each partner must own his 
respective interest and not merely ap- 
pear to be the owner. Each partner 
must have absolute dominion and con- 
trol over his partnership interest. 
Every transfer of a partnership inter- 
est, whether by gift or by sale must be 
a bona fide transaction, not a mere 
sham for tax avoidance purposes. 

A partnership interest may be ac- 
quired by a partner for his own en- 
joyment or, in a fiduciary capacity, in 
trust for another. It may be a general 
partnership interest or a limited part- 
nership interest, but there is a definite 


and important limitation. The 195] 
family partnership provisions apply 
specifically only to businesses where 
capital is a material income producing 
factor. 


The Personal Service Family 
Partnership 


Since the amendments in the 195] 
Revenue Act are inapplicable to per- 
sonal service partnerships, the deter- 
mination of their validity remains 
unchanged. The governing principle is 
that a partnership cannot be made a 
tool to shift income from one person 
to another. 

Within this rule, it is not meant, of 
course, that a father cannot take his 
son as a partner into a strictly personal 
service business, but it does mean that 
the son must be fully qualified to 
render the personal service the busi- 
ness calls for. In this instance, the 
contribution of capital will lend noth- 
ing to the validity of the partnership. 
The sole test is the rendition of per- 
sonal services by each of the partners. 
This rule applies, of course, to all 
professional partnerships. However, 
the fact that a member of the family 
who acquires a partnership interest in 
an established personal service business 
will benefit from the reputation or 
good will of the business will not serve 
to invalidate the partnership. 

While it appears to be a simple mat- 
ter to determine what is and what is 
not a personal service business, the 
problem has been in the past and will 
probably continue to be troublesome. 
In general, it appears that in manu- 
facturing and mercantile businesses 
capital is a material income-producing 
factor. In general, it would also appear 
that capital is not material in such 
businesses as real estate broker, insur- 
ance, sales agent, advisory services and 
in the recognized professions. But as 
an indication of how indefinite any 
yardstick is, a Circuit Court has held 


10 Joe Lynch v. Comm., 20 T.C., No. 146, 9/23/53. 
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that wives were partners with their 
husbands in an accounting firm where 
they had invested the initial capital 
and most of the income was attributed 
to a large staff of accountants.?? In 
another case, a Circuit Court held that 
a father engaged in selling steel 
products on a commission basis could 
form a valid partnership with his 
children, where 14 sales engineers ac- 
counted for about 70 per cent of the 
gross income.!® In each of these cases, 
the court held that the taxpayer was 
not shifting income earned by him to 
other members of his family. But 
where a partnership was formed be- 
tween father and son and the father 
assigned to the partnership his salary 
as an accountant, the court held the 
salary taxable entirely to the father. 
He could not assign to the partnership 
his future personal earnings. 


Criteria of Ownership of 
Partnership Interest 


Coupled with the intent to form a 
valid partnership interest there must 
be complete and unrestricted owner- 
ship by each partner of his partnership 
interest. No single factor is deter- 
minative of ownership. Each case must 
be decided from all the applicable facts 
and circumstances. In a recent case, 
the Tax Court found a valid partner- 
ship between father and son even 
where the agreement between them did 
not use the term “partner”. However, 
the agreement did recite, that the son 
was to receive half of the profits. (No 
mention was made of the sharing of 
losses.) In addition, people dealing 
with the business were notified that 
the son was a partner." 

To insure a valid family partner- 
ship, it is best to observe as strictly as 
possible all the requirements enumer- 
ated in the recently promulgated regu- 
lations under Section 191. The Regu- 


12 Adrian C. Humphreys v. Comm., 88 F 
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lations, as originally proposed by the 
Treasury, were so stringent that prac- 
tically every family partnership with 
minor children seemed headed for 
litigation. However, the strong pro- 
tests, particularly by the American 
Institute of Accountants and_ the 
American Bar Association, bore fruit 
and the Regulations as finally issued 
are not too severe. While it is possible 
to have a valid family partnership 
without strict adherence to all the re- 
quirements set forth, it is still best to 
bear the following in mind in order 
to avoid expensive litigation : 

1. In transferring a partnership in- 
terest by gift, legally sufficient deeds 
or other instruments of gift should be 
executed under State law. 

2. The donor should not retain un- 
due control over the distribution of 
income. A managing partner or part- 
ners may, of course, determine the 
amount to be retained for the reason- 
able needs of the business. Actual 
distribution of all or a major portion 
to the donee of his distributive share 
of the partnership income for his sole 
benefit and use is also good evidence 
of the true ownership of his interest. 
The donor should in no way control the 
use or enjoyment of the funds after 
their distribution. The proposed regu- 
lations had required all the income to 
be distributed annually unless other- 
wise consented to by all the partners. 

3. The right of the donee to with- 
draw or sell his interest should not be 
restricted. 

4. The donor should not retain con- 
trol over assets vital to the operation 
of the business by remaining the owner 
of such assets and leasing them to the 
business. 

5. Any control tending to negate 
ownership by the donee which is exer- 
cised indirectly, as through a separate 
business organization, estate, trust, 


(2d) 430. 


13 Milton Greenberger v. Comm., 177 F. (2d) 990. 
14 Charles J. Enoch v. Comm., T.C. Memo Dkt., No. 35264. 


15 Regulations, Sec. 39.191-1 (b). 
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other individual or partnership will be 
considered the same as if it were exer- 
cised directly. 

6. Strong evidence of the donee’s 
control over his interest is substantial 
participation by him in the control and 
management of the business. 


7. A minor child may now be a 
partner if the control and enjoyment 
of the property is exercised by a 
fiduciary for the sole benefit of the 
child and there is judicial supervision 
of his conduct as required by law. If 
the minor is sufficiently mature to be 
capable in business he does not even 
require a guardian. Under the pro- 
posed Regulations, where a minor was 
a partner, actual and periodic super- 
vision by a court was required. 

8. The donee should be held out 
publicly as a partner to customers, 
creditors, financing sources and others. 

9. Partnership and trade name cer- 
tificates should be filed in compliance 
with State laws. 

10. There should be written agree- 
ments evidencing the partnership 
arrangements and the rights and lia- 
bilities of the respective partners. 

11. Partnership tax returns, as re- 
quired by law, should be filed. 


Trustees as Partners 


A partnership interest held in trust 
for another may be just as valid as an 
interest held by a partner for his own 
enjoyment. It is desirable, although 
not necessary that the trustee be un- 
related to and independent of the 
grantor. The fact that the grantor is 
the trustee or that the trustee is amen- 
able to the will of the grantor will not 
invalidate the partnership, but it is im- 
portant that the trustee act in a true 
fiduciary capacity as the real owner of 
the partnership interest. The trustee 
must represent and protect the inter- 
ests of the beneficiaries and not sub- 
ordinate them to the interest of the 


16 Regulations, Sec. 39.191-1 (c). 
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grantor. The use of any of the pro- 
ceeds distributed by the partnership 
for the support of a minor child for 
which a parent is legally responsible 
will be considered a use for the 
parent’s benefit and may be considered 
a sufficient indication of control by the 
parent to cause a nonrecognition of the 
partnership. 


Means of Acquiring 

Partnership Interest 

A partnership interest may be ac- 
quired by gift or by purchase. If 
acquired by gift, the gift should be 
outright and unqualified; if by pur- 
chase, it should be in an arm’s length 
transaction. Again, there is no single 
factor determinating the bona fides of 
the transaction. All factors must be 
taken into consideration including 
price, due date of payment, interest on 
deferred payments, security if any, 
credit standing of the purchaser if a 
loan is extended, and the capacity of 
the purchaser to incur a legally binding 
obligation. In addition to the purchase 
price, there may also be taken into 
consideration the intention to help the 
business by securing the purchaser’s 
participation in its operation or the 
addition of his credit to bolster its 
financial standing. 

If a purported purchase of a part- 
nership interest is abortive because of 
its failure to meet all the requirements 
of an arm’s length transaction, the 
transferee will be recognized as a part- 
ner only if the transfer qualifies under 
the requirements applicable to a trans- 
fer of a partnership interest by gift." 
It seems, however, that if the partner- 
ship interest is acquired by a bona fide 
arm’s length purchase, then the owner- 
ship tests used to determine the validity 
of the capital interest by gift would 
not be applicable. 


Allocation of Income 
Even where a family partnership is 
recognized as valid for tax purposes, 
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the distributive shares of the partners 
as agreed upon may not be accepted 
by the Commissioner. The Commis- 
sioner is empowered by law to reallo- 
cate income among the partners where 
any partner has acquired his capital 
interest by gift or where any partner 
has acquired his capital interest by 
purchase from his spouse, or an an- 
cestor or lineal descendant. The dis- 
tributive share of a donee or purchaser 
from a member of his family as defined 
for this provision (spouse, ancestor, 
lineal descendant) may be adjusted by 
the Commissioner in either or both of 
two respects 17: 

1. Where no salary is fixed for the 
donor or seller, the Commissioner will 
compute a reasonable salary for him. 
If the salary agreed upon among the 
partners is not adequate, the Commis- 
sioner will recompute the, salary 
measured by the reasonable value of 
the services. A fair measure of the 
value of the services is the salary that 
would ordinarily be paid in order to 
obtain comparable services from a per- 
son who is not a partner. In the case 
of a partner who rendered services to 
a partnership prior to entering service 
in the armed forces of the United 
States, his distributive share may be 
computed as if he were stil] active in 
the partnership to the same extent as 
before entering the service. While the 
partners may by agreement allocate a 
smaller share to the absent partner 
during the period of his service in the 
armed forces, such allocation will not 
be required by the Commissioner. 

2. After making allowance for rea- 
sonable salaries, including salaries for 
the partners who acquired their inter- 
est by gifts or purchase from other 
members of the. family, as previously 
defined, the share of partnership in- 
come distributable to the donee or 
partner by purchase shall not be a pro- 
portionately greater percentage of his 
capital than the distributive share of 
the donor or vendor is of his capital. 

17 Regulations, Sec. 39.191-2. 
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Regardless of agreements among the 
partners, the Commissioner may re- 
determine the distributive shares of 
partnership profit, so that the share of 
the partner by gift or purchase will be 
limited to his proportionate share as 
measured by his capital interest. The 
fact that the amount of profit to donee 
partners who perform no services and 
have small capital interests is large, is 
not necessarily an indication of lack of 
validity, nor does it necessarily call for 
reallocation of profits. If the business 
is one in which capital is a material 
income-producing factor, allowances 
are made for reasonable salaries of the 
donor or seller, and income is dis- 
tributed in proportion to capital inter- 
ests between donor and donee partners 
or seller and purchaser partners, the 
actual amount of profit to each cannot 
be challenged. The Regulations are 
silent as to the distribution of partner- 
ship losses, but undoubtedly the Com- 
missioner would apply the same rules 
as in the distribution of profits. 


Effective Dates of Amendments 


The amendments made by Section 
191 of the Internal Revenue Code 
apply to taxable years after 1950. This 
section is inoperable as to all family 
partnership questions for prior years. 
If the taxable year of a partner is 
different from that of the partnership, 
the following rules apply 7: 

1. If the partnership year began in 
1950 and ended within or with the 
taxable years of all the partners which 
began in 1951, then the amendments 
apply to distribution of partnership in- 
come for its fiscal year which began in 
1950. For example, if a partnership 
fiscal year ran from February 1, 1950, 
to January 31, 1951, and all the part- 
ners filed their tax returns on a calen- 
dar year basis, the amendments apply. 

2. Conversely, if the partnership 
fiscal year which ended in 1951, ended 
within or with the taxable year of any 
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partner which began in 1950, then this 
amendment shall not apply to the part- 
nership or any of its partners for that 
year. 


Conclusion 


The issuance of the new Regulations 
under Internal Revenue Code Section 
191 makes it apparent that neither the 
Supreme Court decision in the Culbert- 
son case nor the recent change in the 
law effected by Congress has supplied 
an unequivocal answer to the question, 
“What is a valid family partnership.” 

30th have gone far in shedding light 
on the problem, but the taxpayer and 


19 28 U.S. Code 2402 


the Commissioner will still continue to 
wrangle over, factual interpretations, 
In recent years, taxpayers seem to have 
fared much better with tax cases in- 
volving questions of fact before the 
District Court than they have before 
the Tax Court or the. Court of Claims, 
The device of bringing the case before 
a jury seems to have given the tax- 
payer his best results. This can be 
done only in the District Court, but 
even then care must be taken to bring 
the action against the Collector or 
Director, not against the United States. 
If suit is brought against the United 
States, the case cannot be heard by a 
jury.!® 
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Systems Used in the Preparation and 


Filing of Income Tax Returns 


By Max Brock, C.P.A. 


This highly useful and informative article discusses existent 
methods and controls for the administrative procedures preceding 
the actual preparation of tax returns, for the preparation and 
review of these returns, and for their subsequent disposition. 


11s paper deals with the mechanics 
Tot preparing federal income tax re- 
turns and transmitting them to clients 
in the most efficient and expeditious 
manner. The benefits to be derived 
from effective organization and meth- 
ods are briefly the following: 


1. Prevention of oversights in prepar- 
ing, sufficiently in advance of the due 
dates, all of the returns for which the 
practitioner, firm or individual, is respon- 
sible. 

2. Reduction to an unavoidable human 
minimum of errors and oversights in the 
tax data, calculations, copying, mailing, 
and other phases of tax return processing. 

3. Keeping to a practical minimum the 
time and costs of the services, in particu- 
lar, to eliminate as much overtime as pos- 
sible in tax seasons and at other times, too. 
By reducing overtime and tensions, to 
avoid disruption of staff morale and a 
lowering of their efficiency. 





Max Brock, C.P.A. (N.Y., Pa.), 
is a former chairman of the Com- 
mittee on Administration of Ac- 
countants’ Practice of the New 
York State Society of Certified 
Public Accountants. He is a lec- 
turer at The City College of New 
York in the graduate course on Ac- 
countancy Practi¢e, and conducts 
the Office and Staff Management 
department of this magazine. Mr. 
Block is a member of a prominent 
New York firm of Certified Public 
Accountants. 














4. Making it possible to serve clients 
satisfactorily in non-tax matters during 
peak tax periods by reducing the time 
alloted to tax returns. 


Procedures and forms vary consid- 
erably. This is to be expected in view 
of the disparities amongst practitioners 
in size standards, and nature of the 
practice. However, mere variations in 
the superficial aspects of forms and 
methods are unimportant so long as the 
procedures are well organized and the 
forms in use provide a satisfactory 
check and double check. 

Where large numbers of tax returns 
are prepared, particularly in limited 
periods of time, such as the personal 
income tax season, it is necessary to 
organize the routine processing of re- 
turns on virtually a streamlined, mass 
production basis. 

It obviously will not be possible to 
describe the various procedures and 
controls used by representative firms. 
lor this reason a composite picture 
will be presented, with occasional ref- 
erences to variations where they are 
deemed desirable. The composite cov- 
ers a large operation so as to bring out 
all of the details in their fullest per- 
spective. Smaller practitioners, never- 
theless, will find that a substantial por- 
tion of the material is equally applica- 
ble to them, and that the balance can 
be adapted to their needs. 


This paper is reprinted (with minor changes), by permission, from the Proceedings of 
the New York University Twelfth Annual Institute on Federal Taxation, published by 


Mathew Bender & Co., Inc., Albany 1,N. Y. 
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The New 


I. MeretrHops AND CONTROLS FOR THE 
PROCEDURES PRELIMINARY TO THE 
ACTUAL PREPARATION OF RETURNS 


A. Individual Returns 

The subjects in this category are 
largely of an organizational and ad- 
ministrative nature. With respect to 
individual returns, the largest part 
of which must be processed within a 
working period of six to eight weeks, 
the initial aspects are of much greater 
importance than in the case of other 
income tax returns where fiscal years 
have a levelling effect. 

Here is the natural flow of initial 
procedures for handling personal in- 
come tax returns, and the methods and 
forms commonly used. The organi- 
zational procedures involve estimating 
manpower and supply requirements, 
selecting and qualifying the personnel, 
the preparation of a form of timetable 
for all participants, and the distribu- 
tion of the tax return questionnaires, 
all of which precede the actual prepa- 
ration process. Careful planning and 
supervision will yield a liberal return. 


Measuring the Job 


It is important to ascertain the num- 
ber of returns that are to be prepared 
to determine the manpower require- 
ments. This information is usually ob- 
tained from a permanent (or semi- 
permanent) record of clients and re- 
turns prepared for them, or from a 
tickler list of returns due March 15th. 

By applying to each return an aver- 
age time requirement, say 


1 hour for collecting data 

yA * preparation of return, 
declaration and instruc- 
tion letter 

x , “review 

y%R “ “typing 

ae r “proofreading 

4 “ © assembling and mailing 


it is possible to approximate the time 
that must be provided for. Each prac- 
titioner can develop his own average 
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time per operation and thereby more 
accurately budget the staff time. 

Once this calculation has been made 
it need not necessarily be repeated each 
year if it is recognized that there has 
been no material change in the number 
of returns to be prepared since the 
prior year. 

The quantity information can be 
used to maintain a perpetual inventory 
record of returns in each processing 
stage. This simple procedure can be 
a most valuable guide to a principal as 
to whether the timetable is being ad- 
hered to. 


Assigning the Work 

Once the over-all manpower needs 
are determined the next step is the se- 
lection of the men for the various 
operations. Accountants utilize their 
regular accounting staff, to a large 
extent, to carry the load. Some 
temporary help may have to be hired 
to avoid excessive disruption of the 
non-tax services. The staff assignments 
should be worked out on a timetable 
basis so that the entire opertaion will 
be fitted into the set time limits. Where 
overtime work is necessary, that too 
must be integrated into the schedule. 
Men should be consulted as to their 
overtime preferences to avoid undue 
hardships on those who attend evening 
school or have other important com- 
mitments. 

Each man must know what phase 
of the work is assigned to him, such 
as preparation, reviewing, etc. He 
should have a schedule of the dates for 
tax work, except possibly for gathering 
the tax data if that operation is han- 
dled in conjunction with audit services. 
Finally, the staff member should be 
furnished a list of the taxpayers whose 
returns he is to handle and, if desired, 
an approximate date of completion for 
each one based upon last year’s ex- 
perience. The list may also disclose the 
name of the person dealing with the 
prior and/or subsequent steps. For 
example, a reviewer’s list would indi- 
cate alongside of each client’s name 
that of the staff member who is as- 
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signed to the preparation. Thus the 
reviewer, in order to keep his own 
schedule, will be able to check at the 
source on the status of returns he is 
awaiting. 

Some firms do not allocate returns 
to specific reviewers, they merely have 
enough reviewers available to handle 
the returns as prepared. In that event 
following up and expediting the prepa- 
ration is the duty of administrative 
personnel. 

In some instances the principals re- 
ceive a record of returns for the clients 
they supervise. This record may be 
a list or an individual card for each 
return. When the principal reviews or 
signs the return he either records the 
date on his list or attaches the indi- 
vidual card to the return. By this 
means he is aware of the pace of the 
operation and what returns remain to 
be disposed of. 


Distributing Questionnaires to 
Taxpayers 


These forms, also known as work- 
sheets, provide a very convenient 
means of gathering data from tax- 
payers in advance of the actual prepa- 
ration process. An illustration appears 
in the Journal of Accountancy, Feb- 
ruary 1953, pages 194 and 195, and 
one is included in the appendix to this 
paper. 

It offers the following advantages: 

1. The job of collecting the data can be 
started in November or December so that 
it can be completed early. 


2. It is not necessary for the data col- 


lector to prepare the return—that can be 
done by another staff man. 

3. The form serves as a check list as to 
every requirement and thereby minimizes 
oversights and errors. 

4. Many clients can fill out these ques- 
tionnaires without aid, if encouraged to do 
so, and a time saving is thereby accom- 
plished. 

5. The taxpayer should sign the form, 
when completed, and thereby validate the 
contents, 


Some firms send the questionnaires 
by mail, others utilize staff members 
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to deliver them. In either event, a 
staff man should follow up and, if 
necessary, assist in its preparation, to 
make sure that it gets back to the 
office within the time limit. 

Not all practitioners use an inter- 
mediate form, instead some use a 
blank return as a work sheet. Though 
they save time they forfeit the de- 
scribed advantages. 









































Staff Instructions and Training 


This may be the most important 
phase of the initial procedures. It is 


tion for the staff as to the tax law 
and preparation techniques inasmuch 
as these returns are not worked on 
consistently during the year and the 
law is not static. The effort put into 
such work will be very rewarding in 
time savings and the avoidance of 
errors and embarrassments. More- 
over it should be indulged in by every 
practitioner regardless of size of staff. 

The most common methods em- 
ployed are these: 

1. Prescribed reading or review of pub- 
lished material. 

2. Distribution of staff manuals and 
forms for men to make themselves fully 
familiar with the practitioner’s policies and 
practices. 

3. Hold several staff meetings for dis- 
cussion of the entire operation, the role 
to be played by each individual, and to 
review tax problems and procedures. 

It is important that adequate time be 
allowed for the staff training but it 
must not be too far ahead of the actual 
work dates. 


Bring Office Forms Up to Date— 
Check Supply 


All forms used, such as the ques- 
tionnaires just cited, transmittal forms, 
schedule forms, and all others, should 
be reviewed and brought up to date. 
In the same connection the adequacy 
of the supply should be checked to 
avoid running out of forms. 


Arranging for Supply of Tax Blanks 


Getting tax blanks is not always an 
easy matter. The supply of forms 
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should be made one person’s responsi- 
bility. An efficient tax form cabinet is 
very useful for storing the many 
forms used and in facilitating their 
selection. 


Physical Facilities 

Good working conditions are con- 
ducive to good results. Accordingly, 
thought should be given to the most 
effective utilization of the available 
facilities and the avoidance of over- 
crowding. Certain practitioners, lack- 
ing adequate desk space, encourage 
a moderate amount of work at home 
by staff members. 

l‘acilities for the storage of papers 
in process of completion and for trans- 
fer to others should be provided in 
advance. Wire baskets, or any other 
form of container, can be used. Each 
container should have a large placard 
attached containing a description of 
the contents and, where desirable, the 
name of the person in charge of it. 
Thus, there should be containers for 
“returns to be prepared”, “returns to 
be reviewed”, “returns awaiting addi- 
tional data”, “returns approved for 
typing”, “returns to be mailed”, “Jan. 
15th returns’, etc. 

The ways and means of moving 
papers from one station to another 
should be clearly established and be 
known to all participants. This is one 
respect where smooth flow can be 
achieved by careful planning, and mis- 
placements and oversights kept to an 
unavoidable minimum. 

As to supplies, they must not only 
be adequate at all times but they 
should be conveniently accessible to 
the staff. 


B. Procedures as to Business and 
Fiduciary Returns 
There are only a few points of varia- 
tion between the preliminaries appli- 
cable to individual returns, and to busi- 
ness and fiduciary returns. They are, 
briefly, the following: 
1. The data for business and fidu- 
ciary returns is obtained from the 
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records of the client and therefore the 
use of a questionnaire is not necessary. 

2. Accountants usually gather the 
tax data in connection with their audits 
of the records. Those who make 
monthly or other interim examinations 
sometimes build up certain schedules, 
such as bad debt charge-offs, contribu- 
tions, capital gains and losses, etc., dur- 
ing the year, thereby saving time in the 
congested year-end period. In any 
event, all of the required information, 
including the tax accrual is usually 
accumulated when the year-end work 
is completed. Retroactive information, 
such as carry-overs, and other material 
such as differences in tax basis are not 
necessarily obtained in advance but 
generally at the time of the prepara- 
tion of the return, from the practi- 
tioner’s own records, 

Attorneys do not prepare many busi- 
ness returns, rather they may review 
and be consulted on certain items 
therein. If they do prepare business 
returns they would be required to fol- 
low the same general procedures as 
accountants in obtaining the data from 
the client’s records unless the required 
information is furnished by the com- 
pany’s bookkeeper or controller. 

Attorneys do prepare fiduciary in- 
come tax returns and there the process 
of obtaining the tax data is essentially 
the same as in the case of business 
returns. 

3. Where business and fiduciary tax 
returns are regularly prepared, the 
practitioner will frequently post him- 
self on developments during the course 
of the year in order that suitable ac- 
tion, if necessary, may be taken in 
time. This policy is followed with 
some individuals, too, but to a much 
smaller extent. 

4. Work sheets and assembly sheets 
are used for substantial business and 
fiduciary returns. However, their func- 
tion is different from that of personal 
return worksheet previously described, 
except where a sole proprietorship may 
be involved. 


May 









= = oa ee ae 


ie i. 


Pe a ee a 


fe Cn i Gee “see eee” sak 2s tee lk ee ee | 6 ees 


— 








SI- 


CW 
ms 








Systems Used in the Preparation and Filing of Income Tax Returns 





At the same time that the informa- 
tion needed for the federal returns 
is being collected, the miscellaneous 
statistical and other data required for 
state and other returns should also be 
gathered. l*‘or example, the figures 
needed for building up state allocation 
factors could then be obtained. Hence 
the preparation of state returns will 
not necessitate an extra trip to or com- 
munication with the client. To insure 
the collection of such sundry details 
fully a check list for each state return 
could be utilized. 

Client and Tax Return Records 

This record, in card or loose leaf 
form, contains basic information as to 
every client served, the various returns 
prepared, when usually prepared and 
due dates, when and how delivered, 
amount of tax, examination changes, 
and such other data as the practitioner 
feels that he should have. The devel- 
opment of this form gives full play to 
the imagination, and diversity is there- 
fore the rule. It is the basic record— 
being used to initiate the preparation 
process and winding up with the 
examination results. 

No one form is advocated.* The 
only point that is stressed is that there 
be such a control record and that it 
be practical. One noteworthy aspect of 
many of the. clients records used is 
that the due dates of the returns are 
visible, thereby facilitating the deter- 
mination of the returns to be prepared 
within each month. The records should 
be very carefully safeguarded in fire- 
proof files, alphabetically arranged. 
Groupings by client categories, such as 
personal, business or fiduciary, are 
helpful. Forms reviewed provided for 
i data for a period of four to ten 
years, new ones being prepared to re- 
place those fully used. 


Tax Return Ticklers 
Another type of control form is one 
that is devoid of all historical data— 


it merely contains the client’s name and 
type of return. These data are listed 
in alphabetical order in a looseleaf or 
bound book, with separate pages for 
every tax return due date. Thus, on 
the March 15 page would be listed all 
returns then due. When the return is 
mailed or delivered to the client the 
date thereof is recorded in an annual 
column. There may be as many as ten 
annual columns in this type of record. 
This record is sometimes used to sup- 
plement the client’s record, or other 
form of control record, thereby provid- 
ing a double check. 

Still another interesting control sys- 
tem is described in The New York 
Certified Public Accountant, August 
1951, page 563. 


Other Client Records 


Very large practitioners may use 
punch cards for the master control. 
There is a punch hole for every month 
of the year and the appropriate ones 
for each client are punched. Thus it 
is an easy matter to determine in ad- 
vance what returns are due in any 
month. This application may even be 
extended to addressograph or other 
plates which would have the extra ad- 
vantage of stamping the name and 
address on returns and envelopes. 


New Client and Other 
Check Lists 


In order that the master controls be 
up-to-date, the use is recommended of 
information forms or check lists for 
new clients and those eliminated, and 
for changes in address. They will be 
found practical little tools to start off 
all the records and forms used for a 
client, or to remove them from the cur- 
rent files. 


II. METHODS AND CONTROLS:FOR THE 
PREPARATION AND REVIEW OF 
RETURNS 


* Ed. Note: Should the reader desire to consult the illustrative forms mentioned by the 


author, he will find them on pages 179-190 of the Proceedings of the N.Y.U. 12th Annual 


Institute on Federal Taxation (1953). 
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A. Preparation Procedures— 
Personal Returns 


Where a tax questionnaire or work 
sheet is used, the preparation problem 
is simplified because, presumably, all 
of the required data are on hand in 


good form. Otherwise the preparer 
must obtain the data from the tax- 


payer, using in that connection a tax 
blank or an improvised work sheet. 

The preparer should refer to the 
prior year’s tax return and the perma- 
nent tax file data before dealing with 
the material for the subject taxable 
year. I.R.A. reports for the last two 
or three years, 1f available, should also 
be reviewed. 

A permanent file for each taxpayer 
is a useful record. It could contain 
memos, documents, and schedules of 
the following nature: 

1. Memos pertaining to a later year con- 
cerning such matters as a revision in the 
exemption or in the status of dependents, 
a change in mailing address, the distribu- 
tive share from a partnership or fiduciary, 
and other bits of useful information and 
reminders. Some of this data may already 
be reflected on the worksheet, in which 
event the preparer will be able to check it. 

2. Permanent schedules as to the ad- 

justed basis of assets such as real estate, 
securities, etc., and as to the amortization 
of patents, the remaining cost basis of 
annuities, depreciation schedules, and any 
other such material as is pertinent in the 
individual case. 

3. Memos as to inclusions of income or 
expense reflecting changes made in prior 
tax returns by the Internal Revenue Ser- 
vice 

+, Operating loss and capital loss carry- 
forward information, unless obtained by 
referring directly to all open prior years 
returns. Copies of open refund claims may 
also be kept in the permanent file. 


Armed with all of this information, 
and well-instructed as to the proce- 
dures to be followed, the return pre- 
parer is ready to proceed. Some firms 
equip their men with a check list of 
items that must be given consideration. 
This helps to avoid oversights that may 
result from distraction, fatigue, or 
other condition. 
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The mechanics of actually preparing 
the return require no description, being 
of a fundamental and elementary 
nature. It is noteworthy, however, that 
some organizations engage in the prac- 
tice of filling in certain data on tax 
returns in advance of the preparation, 
to save time in the congested period. 
Information such as name, address, de- 
pendents, and any other data that can 
be carried over from the prior year’s 
tax return, subject to some possible 
revision, are transcribed. In the case 
of corporation tax returns the opening 
balance sheet, for example, could be 
copied. 

A very valuable time saver is the 
use of tax table charts, containing the 
computed tax on wide ranges of tax- 
able income. Some persons use a slide- 
rule to calculate the tax. If neither of 
these gadgets is used a good, quiet, 
calculator should be availed of. 

Printed schedule forms, to be at- 
tached to the personal returns, are 
becoming more widely used. Their ad- 
vantage is in the typing operation 
where time is saved, particularly if 
extra copies can readily be used for 
state returns. Various schedules can 
be combined on one form, for ex- 
ample, deductions for taxes, interest, 
depreciation, real estate expenses, ete. 
A separate capital gain or loss sched- 
ule is also a convenience. Those pre- 
paring returns must obviously — be 
aware of the firm’s policy regarding 
schedules. 

When the return has been completed 
it should be placed in an open folder 
together with all of the papers used or 
compiled by the preparer, with a rub- 
ber band or large clip to keep the 
folder closed. This is an easy way to 
keep the file intact and to transmit it to 
the reviewer and other thereafter. 

The file then is ready to be turned 
over to the specified or general re- 
viewer, 
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Simultaneous Preparation of State 
Returns 


At this point attention should be 
given to the desirability of the joint 
preparation of state income tax re- 
turns, where they are virtually counter- 
parts of the federal return, Simulta- 
neous preparation is highly desirable. 
This, however, puts a_ considerable 
strain on the organization and for that 
reason fully adequate manpower must 
be provided. In addition it is neces- 
sary that state return blanks be avail- 
able in time, which is not always the 
case, 

There are very substantial benefits 
possible from the joint preparation, 
namely : 

1. The preparer has all of the tax- 
payer’s data fresh in mind when preparing 
the federal return. If he had to prepare 
the state return at a later date he would 
lose some time in picking up the loose 
ends. This applies to the reviewer also. 

2. It would not be necessary to make 
another scheduling of returns to be pre- 
pared and reviewed. - 

3. A complete re-handling of all of the 
files would be avoided. 

4. The timely disposition of the state 
returns would be assured in one mailing 
with the federal returns. 

5. The tax season ends in March, in- 
stead of April, a good factor for morale, 
and for service to clients in other respects. 
:very effort should be made to ac- 

complish the joint preparation of fed- 
eral and state returns, where practical. 
If the reviewers and typists cannot 
maintain the pace of the preparers, 
they can delay some of the state re- 
turns even if the benefit of joint mail- 
ing is lost for a number of the state 
returns. 

One convenience, and error catcher, 
that should be employed in the prepara- 
tion of the state returns is a form 
which contains a complete reconsilia- 
tion of the differences in the respective 
federal and state taxable incomes. 


Declaration of Estimated Income Tax 
This small return, requiring only a 
few items of information, ranks very 
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high in nuisance value. If a busy 
practitioner does not adopt a very 
practical approach, the handling of this 
small return alone could very well bog 
him down in the busy personal income 
tax period. 

The problem, obviously, is to avoid, 
if possible, extensive analyses to deter- 
mine next year’s estimated income tax. 
Also, the practitioner would like to 
avoid later inquiries as to whether an 
amendment is required. Finally, he is 
anxious to prevent a penalty for under- 
estimating. 

A client’s views as to his prospective 
income should, of course, be obtained 
when his personal income tax data are 
being assembled. If there is a reason- 
able prospect of continuity of income 
or even some uncertainty, the declara- 
tion should be made on a non-penalty 
basis. Clients will usually go along if 
they are advised as to the risks and 
time losses that will be averted. Where 
it is clear that drastic changes will 
likely occur, a determination of the 
prospective tax must be made. 

If the tax is to be increased, there 
is of course no danger of underestima- 
tion. However, where it is decreased 
some later follow-up is necessary and 
this is a matter which requires control. 
A list must be prepared, preferably in 
duplicate, of all underestimated dec- 
larations. The twenty percent margin 
of safety is ignored to allow for 
changes that may be made upon ex- 
amination. Clients so involved must be 
followed up before January 15th of the 
next year to determine whether the 
low estimate is safe. One list is used 
as the basis for contacting the client, 
the second is a double-check to deter- 
mine that the matter has been attended 
to. A tax return reviewer should de- 
termine that low estimates have been 
listed. 

Where an amendment is to be made, 
a memo should be prepared containing 
a reference to the change to be made 
and the grounds. If possible, the 
client’s initials might be attached in 
approval. This is the basis for the 
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preparation of the revised declaration, 
and the memo, or a copy thereof, 
serves as a follow-up until the typed 
declaration is prepared and disposed 
of. 

Returning to the original declaration, 
its preparation, typing, and mailing 
should be done simultaneously with 
that of the prior year’s income tax 
return. This avoids separate handling 
and extra time. An instruction letter 
should accompany it and all of the 
practitioner’s follow-up policies appli- 
cable to income tax returns are simi- 
larly devoted to the declarations. The 
handling of amended declarations also 
involves the same procedures. 


Review Procedures 

The reviewer should, preferably, 
work with a check list. This will avoid 
the omission of a necessary step that 
may result from some distraction, 
fatigue, or careless oversight. An ex- 
ample of such a check list for a federal 
Corporation income tax return fol- 
lows: 

REVIEWER'S CHECK LIST 
(Federal Corporation Income Tax Return) 
1. Review permanent file data pertaining 

to the subject return. 


tv 


Read all references to corporate min- 

utes which concern the tax return. 

3. Review revenue agent’s report for last 
three years to ascertain that carry for- 
ward adjustments have been made. 

4. Spot check: 

a) Tax return worksheet and as- 
sembly sheet. 

b) Annual report (if available) 
particularly the comments. 


un 


Review reconciliation of net income per 
books and per return. 

6. Check operating loss and capital loss 
carry-overs. 

7. Review 
return. 

8. Survey the return as would be done by 
a tax examiner. 

9. Determine whether the corporation 

a) is a personal holding company 

b) may be subject to a Sec. 102 
penalty 

c) may be subject to a disallowance 
under Sec. 24(c). 


answers to questions on the 
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Inquire into sales, exchanges, and _ in- 

voluntary conversions of capital assets. 

11. Scrutinize Schedule M. 

12. Review work paper schedules of surplus 
account, miscellaneous income, miscel- 
laneous expenses, and profit and loss 
account. 

13. Compare return with prior year’s return 
for questionable variations. 

14. Spot check items appearing in more than 
one place on the return: 

a) Inventory in balance sheet and 
cost of goods schedule. 

b) Depreciation reserve in balance 
sheet and in depreciation sched- 
ule. 

c) Bad debt reserve in balance sheet 
and in bad debt schedule. 

15. Spot check carry-over of prior year’s 
balance sheet. 

16. Inspect comments by reviewer of prior 
year’s return. 

17. Check tax calculations, 
letter of transmittal 
sheet). 

18. Other points deemed advisable by each 

practitioner. 


and data on 
(instruction 


In many instances the reviewer 
checks all computations; in others a 
comptometrist or staff man may attend 
to this detail. The policy depends on 
who the reviewer is. If perchance he 
is a busy principal, he will delegate 
minor matters to others. 

After the reviewer has completed 
the mechanical checks he then has an 
opportunity to render the most valu- 
able service. This involves a survey of 
the tax examination pitfalls that may 
exist. If he can adopt the attitude of 
a tax examiner, he will be better able 
to perform this function. 


Final Review by Principal or 
Designee 


It is a fairly widespread practice for 
principals to make a casual review of 
returns even if only to acquaint them- 
selves with the tax due and the new 
declaration. The principal may lock 
for special situations that he is aware 
of and check their treatment. Upon 
completion of his survey, he then will 
cross the taxpayer’s name off his list or 
otherwise indicate his disposal of it. 
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If he uses tax cards instead of a list, 
he will attach the card to the return 
and finally pass it on to the typing 
department. 

Some principals do not review the 
return until after it is typed. This 
policy is considered worthwhile despite 
the risk that the return might have to 
be retyped. It has been found by ex- 
perience that such changes are infre- 
quent. On the other hand, the princi- 
pal enjoys the convenience of scanning 
a typed return, completely assembled, 
and in better form for review that the 
pencil copy and loose papers. More- 
over, if the principal is to sign the 
return, as is a common practice, it 
avoids an extra routing to him for his 
signature. 

The return is then ready for 
either typing or mailing, dependent on 
whether it had been typed prior to this 
final review. 


B. Preparation and Review of 
Business and Fiduciary 
Returns 

Basically, the procedures for the 
preparation of business and fiduciary 
returns are similar to those for per- 
sonal returns. There is, however, much 
less planning and programming in- 
volved because many less returns are 
handled and there is no severe time 
restriction. 

Worksheets are also employed in the 
preparation of business and fiduciary 
returns but because the details are ob- 
tained from the taxpayer’s records, the 
form varies considerably from that 
used for personal returns. 

The tax worksheet also serves as an 
assembly sheet, to group items that are 
to be reported in oné total. It has been 
found that the assembly data speeds 
up the review process and is useful in 
a tax examination to help agents tie in 
the return with the books. 

There are several methods in com- 
mon use. One of them utilizes the 
accounting worksheet, supplemented by 
extra columns in which to distribute 
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all of the accounts according to tax 
return classifications. Another method, 
used in the case of simple returns, is 
to make combination and other nota- 
tions directly on the accounting work- 
sheet. In the case of large and complex 
returns the tax worksheet may be sep- 
arate from the accounting worksheet 
though based thereon. Provision must 
be made on the worksheet for fully or 
partly exempt tax income, capital gains 
and losses, non-deductible expenses, 
and for items that may not appear on 
the records. Differences in the tax 
basis of items must also be provided 
for. 

The final act in the preparation proc- 
ess is to tie in the figures per the books 
and per the tax return. Forms are 
used for this purpose. 

A permanent tax file, as recom- 
mended for personal tax clients is vir- 
tually mandatory for business tax 
clients. Also recommended for busi- 
ness tax returns is the use of printed 
schedule forms, to aid in their com- 
pletion and particularly to save time in 
the typing. On one sheet it is possible 
to list the following schedules for 
Form 1120: 

Cost of sales or operations; officers’ 
compensation; taxes; contributions; bad 
debts; depreciation. 


The review procedures are essen- 
tially the same in principle as those 
described for personal returns. 


Forms Used—Tax Return 
Preparation Record 


The major form used in connection 
with preparation and review is a con- 
trol record. It is used to record the 
names of the persons who dealt with 
each phase of the processing, and the 
respective dates. In its simplest form 
it is a rubber stamp on the pencil copy 
of the return. More elaborate forms 
are printed up on paper or on cards 
and contain additional data such as, 
mailing instructions, estimated tax 
data, tax payable, list of schedules, 
proofreader’s correction notations, and 
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any other information that the practi- 
tioner may desire. This record may be 
used, in addition, as a follow-up con- 
trol for returns to be received from 
the client for transmittal to the tax 
department and for the receiving of 
registered-mail post office receipts. 


Ill. METHODS AND CONTROLS FOR THE 
DISPOSITION OF RETURNS AFTER 
REVIEW 


The subjects discussed in this final 
phase of the preparation process do 
not require any distinction between 
personal and other types of tax re- 
turns. In this category are all the 
processes from the typing, or other 
reproduction of the return, to its final 
disposition. 


Typing Returns and Mechanical 
Reproduction 


This operation includes the typing 
of the tax return and mailing envelope, 
and in the case of individuals the dec- 
laration of estimated income tax also. 
It is generally a big job and one of 
great strain on the typists. Essentially 
it is a mechanical operation and for 
that reason has been the subject of 
major time-saving research and de- 
velopments. 

A very recent innovation, with enor- 
mous time savings possibilities, is the 
mechanical reproduction of tax re- 
turns from a pencil master. This eli- 
minates all typing and proofreading. 
The few practitioners who have used 
this method have generally received 
little unfavorable reaction from clients. 
In the main, individual returns were 
so processed, but some practitioners 
completed all returns in that manner 
without noticeable adverse reactions. 

even the use of a typewritten master 
will save some time and furnish a 
reproduced typewritten return with as 
many copies as desired. An economy 
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is effected by typing only an original 
return, which often is done in two- 
thirds of the time required for making 
two or three copies. Moreover, each 
reproduced copy is clear and legible, 
which is not always the case with type- 
written copies, and is better aligned. A 
master copy will permit the easy prep- 
aration of an extra copy of a return if 
later required. 

All federal income tax forms may 
be reproduced except 1040C.* Forms 
1065 and 1041 may be reproduced but 
in the distinctive colors of the returns. 
Form 1040ES is not practical for re- 
production because of its small size. 
The paper used must be of a grade 
and size acceptable to the Treasury. 
This, however, is no problem as the 
equipment companies and paper mak- 
ers have been alert to meet the Treas- 
ury’s requirements. 


Control Records 


As to control records, it is well to 
have at least a simple record kept in 
the typing department of each return 
received, and the date. The date of 
completion and disposition is thereafter 
recorded. If the tax return prepa- 
ration record, previously referred to, 
is used, no further detail need be re- 
corded. However, some firms use the 
typing department register to record 
the names of the. persons who typed 
and proofread the returns, and _ the 
dates, and typing corrections are noted 
on a separate form for that purpose. 
The follow-up on returns to be re- 
ceived from clients for filing, and the 
control on registered mail receipts can 
also be operated through the typing 
control. All that is required in the 
typing control is a column for each 
function to be controlled and entries to 
be made therein to record their com- 
pletion. 

Finally, a word on the physical 
handling of returns in the typing de- 


* Ed Note: Approval with respect to Form 1040C has since been granted; refer to 
Revenue Ruling #7, to be published in the I.R.S. Bulletin of February 15, 1954, for specific 
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partment. Containers should also be 
used here, with placards for “rush” 
returns and for scheduled filing or de- 
livery dates, such as, January 15th, 
February Ist, etc. As returns are com- 
pleted they are deposited in a container 
marked “to be proofread”. In remov- 
ing papers from containers for proc- 
essing, employees must be cautioned 
to use the first-in, first-out method. 


Instruction to Taxpayers 

It is patently necessary to give the 
taxpayer instructions as to the dispo- 
sition of the tax return. This can be 
done by an individually dictated letter, 
which is a time consuming process. 
However, transmittal letters lend them- 
selves readily to standardization and 
many practitioners use form letters. 
Typical instruction letters or descrip- 
tions will be found in The New York 
Certified Public Accountant in the fol- 
lowing issues: 

April 1953, page 292 
February 1953, page 156 
October 1951, page 715 

The instruction letters in use are of 
varying sizes, shapes, colors and con- 
tent. Some practitioners have a sep- 
arate form for each class of return, 
others use one suitable for ail Federal 
and all State returns, and still others 
have adapted one for use with every 
kind of return. 

Despite the diversity referred to, all 
instruction sheets have the following 
minimum basic data: 

1. Type of return enclosed 
2. Due date 
3. Amount of tax and payment date 
or dates . 
4. To whom payment should be made 
5. Where returns should be sent 
6. Signature instructions 


Instruction letters may contain sug- 
gestions to the taxpayers that they 
review the returns before filing them, 
and that they might be filed by reg- 
istered mail, requesting a return re- 
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ceipt which should be attached to the 
taxpayer’s file copy of the return as 
evidence of the filing. 


Proofreading 


Even proofreading could use some 
organization. It is not sufficient to 
merely inform an employee that he is 
to proofread. He should be told how 
to proofread and what to do about 
errors and questionable items. Writ- 
ten instructions are most suitable be- 
cause they can save time in instructing 
new and temporary personnel, and 
reduce oversights that might result 
from oral instructions. 

The written instructions should refer 
to the following procedures, as a mini- 
mum : 

1. How to check the mathematics of the 
return 
2. How to check the textual material 
3. How to ascertain that all required 
attachments are with the return 
4. Whom to consult about questionable 
items 
The use of correction sheets 


on 


6. Following up on corrections 
Scheduling proofreading according to 
the priority of returns 


MI 


Corrections of Typists’ Errors 


A form may be used on which to 
record the errors to be corrected. 
Those commonly employed are mimeo- 
graphed forms which contain in the 
heading the name of the client, type 
of return, tax period, and the typist’s 
name. The typist prepares the form, 
just typing her name on a blank and 
attaching it to the return. By columns, 
space is provided for the following: 
(1) changes to be made, (2) typist’s 
initials, indicating that the revision 
has been made, proofreader’s initials, 
indicating that the revisions have been 
checked. Finally the proofreader ini- 
tials or signs the form, dates it, and 
sends the return, correction sheet at- 
tached, and the other papers on to the 
next station. 

The correction form may be part 
of the tax return preparation control 
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form, as previously indicated, or it 
may be a separate form for that pur- 
pose exclusively. The contents could 
be the same in either case. 

It is also possible to use the pencil 
draft of the return to indicate con- 
spicuously the changes that are re- 
quired. This eliminates a form. In 
that event a rubber stamp would be 
used for the required signatures and 
dates. 


Assembling the Return 

[he proofreader may be used to as- 
semble the return or it may be turned 
over to another employee for that pur- 
pose. 

The assembly process includes first 
the determination that all required at- 
tachments are on hand and their fas- 
tening to the various copies of the 
return. Attachments include mainly 
the schedules, instruction letter and 
the mailing envelope. 

The determination of whether all 
schedules are on hand can be done by 
either of two methods. First, the pre- 
parer may list the schedules prepared. 
In fact, some tax return control sheets 
have place for it, or a separate form 
could be used. Second, the assembler 
could review the return to determine 
what schedules are required. 


Final Review by a Principal or 
Designee 


Upon completion of the assembly, 
the typed return and attachments, 
client’s copies, pencil copies, the in- 
struction sheet, the mailing envelope, 
and, at least, the office copy of the prior 
year’s tax return should be transferred 
to the supervising partner or to his 
designee for final review and perhaps 
for signature. After the return has 
been passed upon by the last reviewer, 
the individual control card, if used, is 
attached to the return and transferred 
to the employee who will attend to the 
mailing or delivery. 

Some practitioners follow the policy 
of calling clients to their office to re- 
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view with them matters of unusual 
significance, the amount of the tax, and 
any other pertinent subjects. This has 
a goodwill as well as other practical 
values. It is also possible to utilize 
that opportunity to deliver the return 
directly to the client:and save mailing 
or delivery time and expense. 


Mailing or Delivering Returns to 
Clients 


The person who will attend to the 
sealing of the envelopes and the stamp- 
ing must make sure that all of the 
required enclosures are included. This 
step must not be taken lightly. lor 
that reason the insertion of the papers 
might be entrusted to those familiar 
with returns. The name on the return 
must be checked with that on the mail- 
ing envelope and the address on the 
envelope might be checked with the 
mailing instructions. ven the postage 
requirement must be carefully checked 
on a postage scale to avoid embarrass- 
ments and delays resulting from pos- 
tage deficiencies. I*inally, the envelope 
should be well sealed and some firms 
carry this to the point of adding a 
wax seal. The mailing envelope should 
be of good, heavy, stock and the word 
Confidential or Personal imprinted 
thereon. 

A few practitioners use a cover in 
which to enclose the return, presum- 
ably to give it the same air of impor- 
tance as a financial statement. ‘This 
may strike many other practitioners as 
mere persiflage. 

If the returns are to be mailed by 
registered mail, care must be taken to 
get a receipt for each piece of mail. 
Many practitioners use only ordinary 
mail. If the returns are to be delivered 
by messenger, then they must be ar- 
ranged in area groups, delivery lists 
prepared, and provision made for de- 
livery receipts. 


Following-up Clients 

Many firms take the position that 
once they have mailed a return and 
mailing instructions to their clients, 
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their responsibility is at an end. Others 
deem it their duty to go beyond that. 
Here are the supplementary services 
rendered after the return is mailed or 
delivered. 

Client’s Receipt. A receipt form, 
usually a post card, is enclosed with 
the return, and is to be signed by the 
client and returned to the practitioner. 
If the receipt is not received within a 
few days before the filing date the 
client is called on the telephone. 

Filing Returns for Clients. 
practitioners actually file the returns 
for their clients. For that reason 
clients deliver the tax return with the 
check for the tax due directly to the 
practitioner. If the return is not re- 
ceived within a few days prior to the 
due date, a telephone follow-up is 
made. 


Some 


Payment Reminders. There are 
practitioners who make it their busi- 
ness to advise each client by mail or 
telephone of the individual instalments 
that must be paid, several days before 
each due date. 

It must be obvious that all of the 
above services require control records. 
Even a gratuitous service, once estab- 
lished, must be carried out with the 
same meticulous care as any other. 


IV. MisceELLANEoUS MATTERS 


Requests for Extension of Time for 
Filing Returns 


There are several control points in- 
volved in this relatively simple opera- 
tion. The first step is the decision that 
an extension be obtained. This is 
usually in oral form though a written 
memo has advantages, particularly 
where a tentative return and tax pay- 
ment are involved. Subsequently the 
client must be notified of the action, 
and the extension request form sent to 
the Director’s office. Two control 
points are here involved, first that the 
authorization to obtain an extension is 
carried out and second that the ap- 
proval is received. Follow-up records 


1954 


Systems Used in the Preparation and Filing of Income Tax Returns 








are used, consisting of an ordinary 
personal memo for the first step and a 
copy of the extension form for the 
second. 

I‘inally, the preparation, typing and 
the disposition of the request form, the 
tentative return, and the instruction 
letter, involve the same procedures and 
controls as for a tax return. 


Amended Returns 

The procedures with respect to 
amended returns are largely the same 
as for the original returns except in 
this respect: 

A memo, which will serve as an 
authorization, should be prepared set- 
ting forth the changes to be made and 
the reasons therefor. This memo 
should be approved by a principal, or 
designee, if not directly prepared by 
him. A copy should be attached to the 
pencil return for the reviewer’s in- 
formation. 


Disclaimers in Affidavits of Persons 
Preparing Returns 


A relatively small number of prac- 
titioners see fit to revise the affidavit 
on tax returns which must be signed 
by persons preparing them, so as to 
clearly indicate the areas of their re- 
sponsibility for the contents. They use 
rubber stamps to override the affidavit 
or substitute a printed form of their 
own. In unusual cases a specially pre- 
pared affidavit is used. 

Most accountants, it is believed, do 
not see any need for amending the 
affidavit form except perhaps in an 
extraordinary situation. 


Expediting Cards 


A simple tool for attracting attention 
to returns that must be given preferen- 
tial treatment because of date dead- 
lines is a brightly colored card that is 
clipped on top of the return or to the 
folder in which the return is enclosed. 
The word Rush or Expedite should be 
imprinted on it in very large letters 
and either the due date, or the sched- 
uled delivery or mailing date, noted 
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thereon. This form will be recognized 
by all who handle the return as instruc- 
tions for special attention. 


CONCLUSION 


It is worth reiterating that there 
must be adequate tax department con- 
trol to guard against delinquencies and 
errors in any phase of tax return 
processing. Wherever practical, double 
checks should be used. In that respect 
economy may be foolhardy. Forms 
should be used wherever feasible. This 
saves time and creates a desirable uni- 
formity and neatness of records. Care- 
ful study of procedures will suggest 
ways and means of saving steps or 
otherwise reducing time and expense. 
Every practitioner should check his 
procedures, at reasonable time inter- 
vals, to re-establish their soundness. 

Finally, every firm and individual 
practitioner, regardless of size, must 
have fixed policies and standards. Even 
where there are only a few employees, 
written instructions, check lists, printed 
forms, and all other tools of good man- 
agement can profitably be employed. 
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Esse Quam Videri 


By Tuomas W. 


HEN, to practicing accountants, 
W the public prints and_ other 
sources say in effect: “Your slip is 
showing,” there must be weakness 
either in performance, or in reporting 
the results, of many engagements. An 
editorial not long ago in the financial 
section of a prominent newspaper 
stated that bankers are dissatisfied 
with many of the accountants’ reports 
presented to them; numerous qualifi- 
cations are noted and so little responsi- 
bility assumed by the accountants that 
the statements are of little use. 

Bankers say that inspections of in- 
general, appropriate committees of ac- 
countant societies should, in coopera- 
tion with credit grantors, determine 
the reasons for, and the solution of, 
the criticisms. Has laxity in perform- 
ance been due to competition (a dis- 
tasteful word in professional circles) 
for engagements, and if so, does the 
successful bidder cut corners to show 
a profit, with the thought that the 
qualified report offers protection from 
legal entanglements? Or, is it a case 
of inexperienced assistants who lack 
interrogative awareness and who work 
without adequate supervision? If the 
former, cannot the backbones of prac- 
titioners be strengthened so _ that 
engagements will be declined unless 
sufficient auditing is permitted — and 
paid for—to justify reports accept- 
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able and informative to investors and 
credit grantors? With reference to the 
apparent lack of supervision, this 
reporter was shown recently two long- 
form same corporation reports pre- 
pared two years apart by different 
nationally known accounting firms. 
Comparison showed the later long- 
form report to be almost a copy of 
the earlier long-form report with 
merely changes in the figures, indeed, 
some paragraphs were word-for-word 
alike in each report. The client no- 
ticed the similarity, and a third firm 
now has the engagement. 

Bankers say that inspections of in- 
ventories, accounts receivable and 
payable, investments, and contingent 
liabilities, are often omitted, and the 
omissions unblushingly mentioned in 
the reports. When questioned, the 
accountants’ invariable replies are that 
clients will not pay for such services, 
hence the necessity for qualified 
reports. Credit grantors desire that 
accountants dispense with weasel 
words in reports and do. sufficient 
examining to warrant the attestation 
of reasonable accuracy in the state- 
ments submitted. It would be helpful 
if the bankers would refuse to accept 
statements that do not supply the in- 
formation they need. 

The pioneers in public accounting 
labored long and hard to establish a 
profession, and thereafter to enhance 
its reputation. They strove to be 
rather than to seem to be practitioners 
of a vocation of value to all persons 
interested in financial affairs. There- 
fore, not only in the matters here 
discussed but at all times, public ac- 
countants should keep in mind _ the 
words of I‘rancis Bacon: 

“T hold every man a debtor to his pro- 
fession; from the which as men of course 
do seek to receive countenance and profit, 
so ought they of duty to endeavor them- 
selves by way of amends to be a help and 
ornament thereunto.” 
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Committee Activities 





The Committee on Cooperation with Bankers 


For the past several years the Robert 
Morris Associates have been hosts to 
the Society’s Committee on Coopera- 
tion with Bankers at an annual dinner- 
meeting. On these occasions our Com- 
mittee has supplied a speaker and, 
following his address, there was usu- 
ally a question and answer period. In 
discussing arrangements for the 1953 
dinner-meeting it was generally agreed 
by both groups that the question and 
answer period had never been entirely 
satisfactory and that a better plan 
would be to have round-table discus- 
sions entirely apart from the dinner- 
meeting. Arrangements were subse- 
quently made to set up four such 
round-table discussions for the after- 
noon of December 2nd, immediately 
preceding the dinner-meeting. These 
discussions appeared to be mutually 
beneficial. Some seventy-five Robert 
Morris representatives and our com- 
mittee members took part in them. 

The following summarizes, from 
the viewpoint of the accountant, some 
of the problems which appeared to be 
of concern to the bankers and the re- 
action of our committee members 
thereto. 


Restrictions in Bond Indentures 
and Bank Loan Agreements 


Some of the bankers appeared con- 
cerned that various restrictions were 
not disclosed in either short-form or 
long-form reports. Our group ex- 
plained that there are many commit- 
ments that the accountant is not quali- 
fied to pass on (for example, an agree- 
ment to maintain the properties in 
good repair) and that his disclosures 
are usually limited to items of a finan- 
cial nature, the most common of these 
being restrictions as to the payment 
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of dividends and agreements to main- 
tain at all times a certain minimum 
working capital. The bankers asked 
whether it is customary for a public 
accountant to state in his report that 
he found no violations of long-term 
debt provisions. It was pointed out 
that a public accountant would not 
think it necessary to refer to this 
matter unless there was what he con- 
sidered a violation. It was stated that 
if the banker wants assurance on such 
matters he could arrange for the 
accountant to give him a letter. Such 
a letter could state that nothing came 
to the accountant’s attention during 
his examination which would indicate 
that the company had violated any of 
the provisions of its long-term debt 
agreements. 


Short-Form Report vs. 
Long-Form Report 


This subject seemed to be of un- 
usual interest to the banking group. 
Certain questions were raised that 
seemed to imply there might be 
“abuses” of the short-form report, 
presumably because the CPAs failed 
to anticipate the credit grantors would 
have preferred a long-form report. 
Many of these questions seemed to 
indicate that some of the bankers did 
not have too clear an understanding 
of what was meant by “generally 
accepted auditing standards” and “‘con- 
formity with generally accepted ac- 
counting principles applied on a con- 
sistent basis” or else that they failed 
to appreciate the essential aspects of 
the relationship between the CPA and 
his client. It was obvious from their 
remarks that they not only preferred 
the long-form report—and the longer 
the better—but that they would also 
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like to know the scope of the examina- 
tion, e.g., how many customers were 
circularized, how much of the in- 
ventory taking was observed, etc. One 
of them said he liked to have the scope 
information in order to compare it 
with that reported by other account- 
ants for other borrowers in similar 
businesses in order that he might form 
his own opinion as to the adequacy of 
the scope. Our committee members 
pointed out that any report other than 
the now standardized short-form re- 
port was tailor-made to the individual 
needs and preferences of the client, 
and that many clients were unwilling 
to incur the additional cost of a long- 
form report unless the banker pressed 
the point. It was also pointed out to 
the bankers that in circumstances 
where no limitations were imposed by 
the client, the extent of the detailed 
procedures followed were decided by 
the particular certifying accountant in 
the light of the system of internal 
control and that he, we thought, was 
in a much better position to reach a 
competent professional judgment as 
to scope than any banker would be 
even after reading a long-form report. 
It was candidly stated, however, that 
in the exercise of judgment no one 
CPA should be expected to confirm 
the same proportion of the receivables 
or carry out detailed procedures with 
respect to inventories, etc., in the same 
manner or to the same extent as an- 
other CPA might decide to do in 
apparently similar circumstances. 
Questioning the bankers further on 
their problems brought out the fact 
that some of the bad examples men- 
tioned were with respect to financial 
statements submitted by a borrower 
without any independent public ac- 
countant’s opinion or where the state- 
ments were covered by the opinion 
of a non-certified accountant. An un- 
identified non-certified accountant’s 
unqualified report, which apparently 
flagrantly disregarded Statement 23, 
was briefly discussed. It was sug- 
gested that in any such _ instances, 
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even though outside the disciplinary 
authority of the Society, the facts 
might be reported to the Society’s 
Committee on Ethics. 

Our group stressed the importance 
of the banker having a clear under- 
standing with his borrower as to the 
type of report desired before the audit 
was started and the desirability of the 
borrower authorizing his CPA _ to 
freely consult with the banker at any 
time thereafter. Reference was made 
by us to the understandable reluctance 
of some CPAs to issue long-form 
reports containing factual representa- 
tions as distinguished from ex- 
pressions of opinion as to the financial 
statements taken as a whole but it was 
suggested that these accountants would 
probably be willing to make available 
to the banker informally any informa- 
tion contained in their working papers 
upon authorizafion of their clients. 
It was emphasized that the CPA’s 
primary duty is to his client, namely, 
the one who pays his bill. 


Professional Competence of 
Relatively Unknown 
Practitioners 


Several bankers wanted to know 
how they could form their own opinion 
as to the professional competence of 
relatively unknown, small _ practi- 
tioners. We suggested that the banker 
could arrange though his borrower to 
meet the CPA either at the bank or the 
accountant’s office where he could raise 
questions requiring reference to work- 
ing papers, etc., and put himself in the 
position of forming a fairly sound 
opinion of his own. The concept of 
independence was briefly discussed 
and, by way of illustration, it was 
suggested that if the “independent” 
public accountant derived a substantial 
proportion of his income from the 
particular borrower he could scarcely 
be regarded as independent in relation 
to ‘that particular client. 


(Continued on page 344) 
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New York State Tax Forum 














Conducted by BENJAMIN Harrow, C.P.A. 


Meaning of Resident 

The income tax applies to residents 
of the state and to income earned 
within the state by non-residents. A 
resident is defined in the law as a 
person domiciled in the state. In ad- 
dition it may apply to a person domi- 
ciled outside the state if such person 
maintains a permanent place of abode 
within the state and spends in the ag- 
gregate more than 183 days of the 
taxable year within the state. The 
1954 Legislature recently passed a bill! 
reducing the seven months require- 
ment to this new requirement of 183 
days. This will apply to returns filed 
for any taxable year commencing on 
or after January 1, 1954. 

The significance of the figure 183 
is that it is one day more than one-half 
of a year except for leap years. De- 
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1 Effective March 8, 1954. 

2 Chap. 100, Laws of 1954, e 
3 May v. Heiner, 281 U.S. 238. 
£ Com. v. Church's Est., 335 U.S. 632. 
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termining taxability as a resident on 
the basis of months was administra- 
tively unworkable. Hence the Tax 
Commission urged a change to a com- 
putation on a day basis. In the process 
the residence requirement has_ been 
made a bit more stringent, and more 
non-residents will find themselves 
labeled New York residents for tax 
purposes. 


Estate Tax—Transfers with 
Retention of Possession or 
Enjoyment or Right to Income 
The 1954 Legislature? — recently 

amended section 249-r, which provides 

that the gross estate includes the value 
of any property transferred during the 
life of a decedent if the decedent re- 
tained the possession or enjoyment of 
the property until his death, or if he 
retained the income from the property 
until his death. There is a_ similar 
provision in the federal estate tax law. 

The United States Supreme Court had 

first held that a transfer in trust with 

a retention of income for life was not 

taxable at death.* ° Eighteen years later 

the Supreme Court reversed itself.4 

The Technical Changes Act of 1949 

applied the decision prospectively only. 

New York followed the federal rule. 

Because of lapse of. time before the 

New York Legislature could act to 

keep up with the federal changes the 

dates are different. 
The Legislature makes it clear that 

a transfer made before March 10, 

1931, will not be included in the gross 

estate. That is the date when Congress 

by a joint resolution made such trans- 
fers includible in the gross estate pros- 
pectively. The amended section pro- 
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tly 
les 
lue 
he 














vides also that a transfer made after 
March 9, 1931, and before May 8, 
1934, will likewise not be includible in 
the gross estate of a decedent. 
Involuntary Conversions 

The current Legislature has changed 
the provision in the law with respect to 
the non-recognition of gain or loss 
resulting from an involuntary conver- 
sion.” An involuntary conversion oc- 
curs where property is destroyed, 
stolen, seized or condemned and the 
taxpayer replaces the property in kind. 
If money is received in such a trans- 
action it must be “forthwith” ex- 
pended for similar property or put 
into a replacement fund. Before the 
present change, any gain or loss re- 
sulting from the conversion was not 
recognized for tax purposes. As a 
result of the amendment a loss will 
now be recognized, although a gain 
still will not be subject to tax. The 
state law now conforms to the federal 
rule. 

General Business Tax— 

Allocation Formula 

A taxpayer subject to the Gross 
Receipts tax may allocate sales in 
interstate commerce in order to deter- 
mine the portion of such sales that will 
be considered as representing local 
activity subject to the tax. An alloca- 
tion formula is prescribed in the law 
consisting of three factors: tangible 
property, wages and receipts. An 
average percentage is determined for 
the three factors. However, the per- 
centage may not be less than 33144%4% 
nor more than 6624%. 

In a recent case® the taxpayer ques- 
tioned the equity of the formula, par- 
ticularly the arbitrary allocation of a 
minimum of 334%4%. The court up- 
held the formula as applied to this 
taxpayer since the minimum was close 
to the actual computations. In_ the 
course of its opinion the court said 
that the imposition of an arbitrary 
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figure might conceivably discriminate 
against interstate commerce. If the 
three-factor formula resulted in an 
allocation of 2% of interstate receipts 
it might be difficult to justify an ap- 
portionment of 33144%. The court also 
pointed out that the taxpayer did not 
avail itself of the opportunity to apply 
for a different and more appropriate 
method of allocation, a right available 
under Article 210 of the Controller’s 
regulations. In this particular case, 
the operation of a refinery in Staten 
Island gave the taxpayer a right to 
use an alternative formula based upon 
the cost of the interstate goods manu- 
factured in New York City. Under 
this formula the maximum receipts 
allocable to New York will not exceed 
4 of the interstate receipts. 
Franchise Tax—Transferee Liability 

A transferee of property of a real 
estate corporation is deemed to be 
liable for any unpaid franchise tax, 
penalty and interest imposed upon the 
corporation. Notice of the liability is 
sufficient if it is mailed to the trans- 
feree subject to the liability at his last 
known address. Under a_ recent 
amendment* to this section, the term 
transferee includes an heir, legatee, 
devisee and distributee. 


Non-Resident Trust 

Under section 365, the Tax Law 
imposes a tax on the income of estates 
and trusts. The determination of the 
taxable income depends upon the resi- 
dence of the estate or trust. A non- 
resident trust would be taxed only on 
income derived from sources within 
the state. A non-resident trust is one 
created under a will of a decedent who 
at the time of his death was not domi- 
ciled within the state or created by a 
person not domiciled within the state 
at the time of the creation of the trust. 
The residence of the fiduciary does not 
affect this classification and so a New 


> Laws of 1954, Chap. 54, effective March 2, 1954. 
6 Gulf Oil Corp. v. Joseph (N.Y., Sup. Ct., App. Div., Ist Dept., February 16, 1954.) 
7 Laws of 1954, Chap. 111, effective March 15, 1954. 
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York trustee could be named to act 
for a non-resident trust without in 
any way adding to the tax liability of 
the trust. 

The residence of a beneficiary of a 
non-resident trust is important in de- 
termining the extent to which such 
beneficiary will be taxable on income 
of the trust which is distributed to 
him. Section 365.4 provides that dis- 
tributed income is taxable to the bene- 
ficiary. If the beneficiary of a trust 
is a resident of the state he is taxable 
on the entire income of the trust dis- 
tributable to him, regardless of 
whether such income is from sources 
within or outside the state and regard- 
less of whether the income is from a 
resident or non-resident trust. 

One of our members would like to 
know whether a resident beneficiary of 
a non-resident trust is taxed on that 
part of a distribution that represents 
capital gains. Section 365.7 of the 
Tax Law provides that the tax on 
income arising from net capital gain 
realized by an estate or trust is im- 
posed on the estate or trust whether 
or not distributable to beneficiaries or 
actually paid to them. This same sec- 
tion of the law also provides that in- 
come with respect to which the tax is 
imposed upon the estate or trust is 
not included in the gross income of a 
beneficiary when distributed. The resi- 
dent beneficiary is therefore not taxed 
on a capital gain distribution. It 
should be noted that the non-resident 
trust would not be taxable on the capi- 
tal gains either, unless they were de- 
rived from sources within the state. 


Revocable Trusts 


The rule with respect to the taxation 
of capital gains applies even if the 
trust is revocable. Generally income 
derived from a revocable trust is tax- 
able to the beneficiary and not to the 
grantor, unlike the federal rule. There 
is an apparent exception with respect 





8 Estate tax, section 249-p. 
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Income tax, section 351. 


to capital gains, which are taxable to 
the trust as an entity. The beneficiary 
who receives a capital gain distribution 
would therefore not be taxable on such 
distribution. This would be the rule 
even if the grantor of the revocable 
trust and the beneficiary were the same 
person. 


Non-Residents—Income and 

Estate Tax 

Article XVI, Sec. 3, of the State 
Constitution, assures a non-resident 
that money, securities or other intan- 
gibles held by brokerage firms or 
banks in New York for his account 
are not subject to a personal income 
tax with respect to such property, nor 
would such property be subject to any 
estate tax in New York. 

Commissioner Goodrich _ recently 
confirmed this in a letter to the Presi- 
dent of the New York Stock Ex- 
change. The Commissioner _ stated 
that this was based upon existing sta- 
tutory provisions® and the constitu- 
tional guarantee. He notes also that 
New York is the only state in the 
nation which affords non-residents this 
constitutional protection. 


Under the income tax law the non- 
resident is taxed on net income from 
a business, trade, profession or occu- 
pation carried on within the State. 
sut the purchase and sale of property 
for his own account is specifically not 
deemed to be carrying on a business 
or occupation, except in the case of a 
dealer. With respect to interest and 
dividend income, Article 419 of the 
Regulations provides that such income 
is not taxable, except to the extent 
that it is part of the income of a 
business or occupation carried on 
within the State. 

A non-resident is taxed on capital 
gains only from property owned in 
New York. This would refer to the 
sale or exchange of real property lo- 
cated in New York or tangible per- 
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sonal property. It could include 
intangible property to the extent that 
such property was part of a business 
carried on in New York. 

Commissioner Goodrich ends his 
letter by saying that non-resident cus- 
tomers of brokerage firms may be as- 
sured that they will not be subject to 
a personal income tax and that their 
estates will not be subjected to estate 
taxes with respect to moneys, securi- 
ties or other intangibles held for them 
by a New York brokerage firm. 
Franchise Tax Forms 

The franchise tax returns to be filed 
on or before May 15, 1954, based on 
the calendar year 1953, have been re- 
vised. The major revision is in the 
provision now made for the computa- 
tion of the alternative tax measured 
by income plus compensation. Instruc- 
tion 14 tells taxpayers how to com- 
pute the tax under this basis and 
Schedule I, line 3, under Taxpayer's 
Calculation of Tax, lists the tax so 
computed. 

A new item is listed under Instruc- 
tion 19 and item 9 of Schedule J, 
relating to war loss recoveries. If any 
part of a war loss has been recovered, 
for which a deduction had previously 
been claimed, the taxpayer is requested 
to submit a rider showing the amount 
of any recovery, the year in which 
recovered and the year in which the 
deduction had been taken; also, 
whether the recovery had been in- 
cluded in taxable net income and 
whether the recovery had been the 
basis for any adjustment by the 
Treasury Department of the income of 
any year prior to the year of recovery. 


Note on Instruction 14 


Bernard Barnett, one of our mem- 
bers, calls attention to an informal 
ruling received by him interpreting 
the wording of this instruction. The 
provision for the alternative franchise 
tax measured by income plus compen- 
sation is contained in section 210.1 of 
the Tax Law. It provides that the tax 
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shall be “computed at the rate of 514% 
on 30% of the taxpayer’s entire net 
income plus salaries and other com- 
pensation paid to the  taxpayer’s 
elected or appointed officers and to 
every stockholder owning in excess of 
5% of its issued capital stock minus 
$15,000 . . . and any net loss for the 
reported year, or on the portion of 
such sum allocated within the State 
(Emphasis supplied. ) 
Instruction 14 reads as follows: 

(a) add to the amount of entire 
net income, if any, all salaries and 
compensation paid to the officers and 
stockholders required to be reported 
in Schedule B, page 2, (b) deduct 
from such total (1) $15,000.00 . 
(c) multiply the resulting total (or the 
portion thereof allocable to New York) 
by 30% to arrive at the amount sub- 
ject to the alternative tax.” (Emphasis 
supplied.) The instruction indicates 
that the allocation of the income should 
be made before making the 30% com- 
putation. 

This situation was called to the at- 
tention of the Corporation Tax Bureau 
in a problem submitted to it. A cor- 
poration had investment income of 
$10,000.00 and business income of 
$20,000.00. Salaries paid to officers 
totaled $145,000.00. Its investment 
allocation was 40% and its business 
allocation, 75%. The computation 
under the alternative tax proceeds as 
follows: 


Entire net income.. $ 30,000.00 
Add officers’ salaries 145,000.00 
$175,000.00 
Deduct exemption. . 15,000.00 
$160,000.00 


At this point, Instruction 14 would 
require the allocation to New York to 
be made before making the 30% com- 
putation. Mr. Barnett received a reply 
from Deputy Commissioner Arthur M. 
Gundlach, in which the latter points 
out’ that 30% of the balance of 
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$160,000.00 must be computed before 


any allocation is made. 

There is also a collateral question: 
If 30% of the above balance is the 
basis for the allocation, how will the 
resulting figure be apportioned between 
the investment income and the busi- 
ness income? Mr. Gundlach gives the 
following answer: 

30% of $160,000.00 is 

Deduct investment in- 


$48,000.00 


Wntae Ne ee ab a5 8s 10,000.00 
Balance is business 
Tet, os $38,000.00 


1954. 


os 


9 March 23, 


Apply the 40% investment alloca- 
tion percentage to investment income, 
resulting in $4,000.00 of investment 
income allocable to New York. Apply 
the 75% business allocation percentage 
to taxable business income — of 
$38,000.00, resulting in $28,500.00 al- 
locable to New York. The total income 
allocable to New York under the 
alternative - income - plus - compensation 
basis is thus $32,500.00. 


Since this was written, Deputy Com- 
missioner Kassell has issued an opin- 
ion® clarifying this issue in accordance 
with the above explanation. 
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COMMITTEE ACTIVITIES 


(Continued from page 339) 


Should There be an Affirmative 
Statement in Reports as to 
Contingencies, Commitments, 
etc.? 


Several bankers wanted to know 
with respect to federal income taxes, 
contingencies, and commitments why 
there frequently was no affirmative 
statement with regard to such matters. 
We answered that, if there was no 
qualification, it was proper to assume 
that there were no unresolved major 
uncertainties or exceptions requiring 
disclosure. At the same time we 
pointed out that many firms followed 
the practice of reporting on such mat- 


ters in their long-form reports and 
many times, in short-form reports, 
favored such disclosure in the notes 
to the financial statements, especially 
in the case of relatively small enter- 
prises. 


Need for Cooperation Between 
Bankers and Accountants 


It seemed to be generally agreed 
that the two groups are getting to 
understand each other’s problems 
better than they used to and that they 
recognize that they both must share 
the responsibility for improving finan- 
cial reporting for credit purposes 
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Accounting at the S. E. C. | 








Conducted by Lovis H. Rappaport, C.P.A. 


Pick up any prospectus covering a 
security registered with the SEC. On 
the cover of the prospectus you will 
see prominently displayed the follow- 
ing legend: 

These securities have not been 
approved or disapproved by the Se- 
curities and Exchange Commission 
nor has the Commission passed upon 
the accuracy or adequacy of this 
prospectus. Any representation to 
the contrary is a criminal offense. 


This warning is perhaps the best indi- 
cation of the nature of the Securities 
Act of 1933 and the Commission’s 
function under that Act. 

The Securities Act. has been called 
the “Truth in Securities Law”. It has 
also been referred to as a “disclosure” 
statute. Both terms suggest that the 
Commission’s function is one of see- 
ing that full disclosure is made of all 
material facts so that an informed 
investor can make up his mind as to 
the merits of the security which is 
offered to him. The security may be 
the most speculative one imaginable, 
but the SEC would be powerless to 
prevent it from being offered and sold 
provided all the essential facts were 
adequately disclosed. : 

Since the 1933 Act is a disclosure 
statute, it has occurred to many per- 
sons that one of the SEC pronounce- 
ments is somewhat anomalous. We 
are referring to Accounting Series 
Release No. 4, which was promulgated 
by the SEC in 1938 and reads as 
follows: 





Louis H. Rappaport, C.P.A., is 
a partner in the firm of Lybrand, 
Ross Bros. & Montgomery, C.P.A.’s. 
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In cases where financial statements filed 
with this Commission pursuant to its rules 
and regulaticns under the Securities Act 
of 1933 or the Securities Exchange Act 
of 1934 are prepared in accordance with 
accounting principles for which there is 
no substantial authoritative support. Such 
financial statements will be presumed to 
be misleading or inaccurate despite dis- 
closures contained in the certificate of the 
accountant or in footnotes to the state- 
ments provided the matters involved are 
material. In cases where there is a differ- 
ence of opinion between the Commission 
and the registrant as to the proper prin- 
ciples of accounting to be followed, dis- 
closure will be accepted in lieu of correc- 
tion of the financial statements themselves 
only if the points involved are such that 
there is substantial authoritative support 
for the practices followed by the regis- 
trant and the position of the Commission 
has not previously been expressed in rules, 
regulations or other official releases of the 
Commission, including the published opin- 
ions of its Chief Accountant. 
Briefly, this release says, in effect, that 
if the statements are based on unsup- 
portable accounting principles, dis- 
closure will not correct them. 

Apparently, members of the Com- 
mission had been concerned about their 
somewhat conflicting attitude in re- 
spect of the material contained in 
different parts of registration state- 
ments. Where the matter in question 
related to the so-called “narrative” 
section of the registration, the Com- 
mission was willing to rely on dis- 
closure. Where the matter in question, 
however, related to the financial sec- 
tion of the registration, some members 
of the Commission believed that dis- 
closure was not a cure if the financial 
statements were prepared in accord- 
ance with accounting principles for 
which there was no substantial author- 
itative support. 

The matter came to a head in 1934 
when the Commission issued a release 

(Continued on page 348) 
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Office and Staff Management 


A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. 














Conducted by Max Btock, C.P.A. 


Continuing Education for 
Practicing Accountants 


The Society’s Committee on Educa- 
tion has initiated an intensive explora- 
tory survey of accounting education 
for staff men and principals who need 
and desire refresher and orientation 
courses. There is a real need for such 
a program and the legal profession has 
done a meritorious job in its popular, 
well-patronized Practicing Law Insti- 
tute. 

Several state societies have launched 
such programs which, though still 
young, indicate that they fill a serious 
need and are receiving a good re- 
ception. 

There are complex problems in- 
volved in the working out of a prac- 
tical program, far more than are recog- 
nized from a superficial consideration. 
The determination of the courses to 
be given, the levels of instruction, the 
methods, who shall be the instructors, 
the place of the accounting schools, the 
Society’s position, fees, and other 
questions must all be resolved. They 
need not all be settled with finality at 
one time, fortunately, because some of 
them will have to be reviewed in the 
light of early experience. 





Max Biock, C.P.A. (N.Y., Pa.) 
is a former chairman of the Com- 
mittee on Administration of Ac- 
countants’ Practice of the New York 
State Society of Certified Public 
Accountants. He is a lecturer at 
The City College of New York in 
the graduate course on Accounting 
Practice. Mr. Block is a member of 
the firm of Anchin, Block & Anchin. 
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A questionnaire has been sent to a 
cross-section of the membership to 
determine the most essential courses 
and to measure their interest. In addi- 
tion, the Society’s General Meeting on 
April 12, 1954, was devoted to a dis- 
cussion of the subject. The presenta- 
tion by the members of the Committee 
at this meeting inspires confidence in 
the successful launching of the pro- 
gram. Similarly, the remarks and 
questions by members in the audience 
were indicative of keen interest. 

The subjects initially considered for 
inclusion in the continuing education 
program are the following: 

Administration of Accountant’s 

Practice 

Report Writing 

Accounting Procedure and Practice 

Current Auditing Techniques 


Members who would like additional 
information, or who have suggestions 
to offer, should communicate with the 
Committee on Education at the So- 
ciety’s office. 


Controlling Office Forms 

As accounting firms grow in size 
and efficiency, there is a growth of 
forms used for administration pur- 
poses and in the conduct of engage- 
ments. Unless care is taken in the de- 
signing of ferms, revision at reason- 
able intervals, efficient storage, and 
sound inventory control, all kinds of 
difficulties will arise to annoy and em- 
barrass the staff and the office. 

A studied program will effect econo- 
mies in cost of paper and reproduction. 
Good designing will help obtain the 
best response. To maintain control 
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over the forms, as the number becomes 
large, a numbering and dating system 
should be adopted. Each form 1s 
given a code number, according to a 
predetermined schedule, and the date 
of revision is also printed on it. A 
chart of forms in use, plus a copy of 
each, should be maintained in a scrap 
book or other convenient binder. 

Improvement in forms should be a 
continuous subject of interest. Before 
any form is reprinted, consideration 
should be given to improvements ; 
standardization of size, form, and 
color; and changes necessary to reflect 
new requirements. A_ revision file 
might be kept for each form. As ideas 
are received concerning a change, they 
are written down and filed for con- 
sideration prior to ordering a new 
supply. 

The storage of forms should be 
given careful thought. They should be 
readily available, at the point of use, 
to those who are authorized to obtain 
or requisition them. An index, listing 
the forms and location, may be a time- 
saver in finding them. [inally, a phy- 
sical signal of the reorder point should 
be provided to insure against running 
out of forms. 


Staff Vacations 


As we approach the summer months, 
the problem of vacations looms ahead. 
Those who deal with vacations as an 
“around the year” subject will not have 
too much difficulty. Those who ar- 
range them to fall into July and Au- 
gust alone, because of lack of a pro- 
gram, may find the strain 
unless those months are unusually de- 
void of activity. 


severe 


The rigidity of vacation periods can 
be eased if staff men are advised of 
the company’s policy at the time of 
employment. A practical policy is one 
which gives the firm the final decision 
in the selection of the vacation. To 
avoid harshness, the office should 
obtain the desires of each man as to 
vacation dates, getting two or three 
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Office and Staff Management 





choices, with the intent of complying 
as closely as possible. Staff members 
should be informed of the periods that 
are “easy” and those that are “tight”. 

Vacations in the spring, fall and 
winter, having attractions equal to 
those of the summer months, should be 
encouraged. Where men are entitled 
to vacations of three or four weeks 
and such long absences may create 
operational problems, they may be re- 
quired to divide them into two periods. 


Accountancy: Circa 2000 A.D. 


A delightful article bearing the above 
caption appears in The Accounting 
Review, January, 1954, issue. The 
author is C. Aubrey Smith, Professor, 
University of Texas. 

The following excerpts are indicative 
of what the writer’s imagination con- 
jures up as the state and form of the 
profession fifty years from now. 

“Today no one is permitted to prac- 
tice accounting as a profession 
who has not been licensed by a state 
board of accountancy. There are some 
262,000 individuals who have secured 
this license which goes by the old 
initials of C.P.A., but stands for Certi- 
fied Professional Accountant and not 
Certified Public Accountant.” 

“The Treasury Department early in 
1960 passed a ruling that every one 
who prepared tax returns for another 
was required to be registered with the 
Department. After 1970, registration 
required that he be either a licensed 
attorney or a Certified Professional 


Accountant.” 

“The tussle with the lawyers over 
tax practice had been long, acrimoni- 
ous, and replete with harsh words and 
bitter debate. Numerous state legis- 
latures were bombarded with bills to 
legalize tax practice to public account- 
ants only. The Courts had their siege 
of tax cases involving the presumed 
unauthorized practice of law. The 
saner heads in both accounting and 
legal organizations, however, finally 
got together and formed the Institute 
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of Tax Practitioners to include both 
lawyers and Certified Professional 
Accountants.” 

“Tax departments of law firms 
manned by both C.P.A.’s and _ attor- 
neys had become the rule rather than 
the exception.” 

“To offset this curtailment of their 
most consistent revenue source (tax 
practice), most public accounting firms 


organized divisions of their practice 
under the heading of ‘Management 
Services’.” 

“By 1985 the College of Man- 
agement Accountants was formed to 
include only those C.P.A.’s who had 
served an internship under capable 
specialists and who showed capacity as 
a senior accountant in the field of 
systems and managerial accounting 
services.” 


Wor ( 


ACCOUNTING AT THE S.E.C. 


(Continued from page 345) 


(No. 254) in the matter of Northern 
States Power Company. At that time 
the Commission said that when this 
company’s registration statement was 
filed with it, there was a difference of 
opinion among the commissioners as 
to the disclosure attending, and the 
treatment accorded, certain items 
therein. The accounting question in- 
volved related to the write-up of fixed 
capital and investment accounts by 
$15,000,000 in 1924. Of this amount, 
$8,000,000 had been credited to capital 
surplus. In 1924 and 1925 the com- 
pany wrote off substantially all of its 
unamortized bond discount and ex- 
pense (totalling $8,000,000) to the 


aforementioned capital surplus. In 
subsequent years there were no 
charges made against earnings or 


earned surplus for amortizing such 
discount and expense. 

The Commission said in 1934 that 
three of the commissioners thought 
that the circumstances were sufficiently 
disclosed in the registration statement ; 
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two of the commissioners thought that 
adequate disclosure and treatment re- 
quired that the balance sheets, earnings 
and surplus statements should be re- 
stated and should be accompanied by a 
statement of the company’s past ac- 
counting practices. Also at that time 
the Commission -said that a more de- 
tailed expression of the circumstances 
and of the views of the majority and 
minority would be made public at an 
early date. 

The “more detailed expression of 
the circumstances and views of the 
majority and minority”, promised in 
1934, was never issued. Instead there 
was issued in 1938 the aforementioned 
Accounting Series Release No. 4. 
Since 1938 the rule followed by the 
Commission has been based on Release 
No. 4. If the transactions have been 
improperly recorded and reflected in 
the financial statements, disclosure of 
the impropriety will not avail; the 
statements have to be changed. 
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Conducted by SAMUEL S. REss 


New York State Unemployment Insurance Law—1954 Amendments 


The New York State Unemploy- 
ment Insurance Law has been amended 
in a number of respects. Most of the 
amendments are the result of the work 
done by the Joint Legislative Com- 
mittee on Unemployment Insurance, 
which had been established for the 
purpose of making a thorough and 
comprehensive investigation of the ad- 
ministration of the Unemployment In- 
surance Law and of all matters con- 
nected with the law. 

The principal amendments were in 
the following fields: 

1. Veterans entitlement to bene- 
fits. 

2. Public employees. 

3: Coverage of concert workers by 

non-profit organizations. 

4. Definition of the term “Prin- 

cipal Employer”. 

5. Effect of delinquent payments 
of contributions on _ merit 
rating. 

6. Amendment of the definition of 

the term “Payroll”, and other 

terms. 

Transfer of funds from the 

Special Fund into the Unem- 

ployment Insurance Fund. 
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SAMUEL S. Ress has been an As- 
sociate Member of our Society since 
1936, and is also a member of the 
Bar. He has specialized in the pay- 
roll tax field since the inception of 
this type of legislation in 1936. 

Dr. Ress is Vice Chairman of the 
Society’s Committee on Labor and 
Management and a member of its 
Committee on State Taxation. 
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8. Change in balancing date of the 
general account for the imposi- 
tion of flat-rate contributions 
amounting to either % of 1% 
or 1% of wages subject to con- 
tributions, in addition to the 
variable contribution rate. 

9. Employer reporting in case of 
permanent or temporary shut- 
downs. 

10. [experience charges, where 
claimant has two jobs. 

11. Extension of coverage of the 
Unemployment Insurance Law 
to employers of less than 4 per- 
sons, provided the Federal Un- 
employment Tax Act extends 
such coverage. 


Those amendments to the law which 
are of general interest to accountants 
are the subject of this discussion. 


Principal Employer 

Section 528 of the law defines a 
principal employer as one who has 
employed a claimant for unemploy- 
ment benefits for twenty or more 
weeks. The concept of principal em- 
ployer was created when the law was 
amended by Chapter 645 of the Laws 
of 1951, to introduce wage reporting 
on request. The regular procedure of 
the State has always called for the 
sending of the request for wage in- 
formation to all base-period employ- 
ers. The “Principal Employer” is es- 
tablished only after the replies from 
all employers have been received. It 
was felt that the definition of principal 
employer as set forth in section 528 
should be repealed and the reference 
to principal employer be excluded 
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from the definition of “average weekly 
wage’. 


Payment of Delinquent 

Contributions 

The original “Hughes-Brees” law 
contained a provision in section 581, 
subdivision 6, of the New York State 
Unemployment Insurance Law, which 
was intended to serve as a special in- 
centive for delinquent employers to 
settle their liabilities to the New York 
State Unemployment Insurance Fund. 
They were to be notified each year that 
unless they paid what they owed, they 
would not be entitled to a reduced rate 
of contributions which they might have 
earned otherwise, on the basis of their 
unemployment experience. It was 
found that the administrative handling 
of this provision in the statute was un- 
satisfactory and cumbersome. Another 
serious effect of this provision was 
that it barred employers from receiv- 
ing reduced Unemployment Insurance 
Tax rates because of some trifling 
unpaid sum of money alleged to be due 
to the New York State Unemployment 
Insurance Fund. 

The new act, which goes into effect 
on April 30, 1954, amends section 577, 
subdivision 4, of the law by specifying 
that contributions received 60 days or 
more after the due date will be cred- 
ited to the General Account instead of 
to the employer’s account, as hereto- 
fore. The payment of such contribu- 
tions will discharge the employer’s 
liability to the Fund, but will not re- 
dound to the benefit of his experience 
rating account. Section 581, subdivi- 
sion 1, paragraph(d) of the law is 
also amended so as to provide for a 
special regulation by the Industrial 
Commissioner as to the starting and 
ending date of the 60-day period. 

Section 581, subdivision 6 is re- 
pealed. This subdivision required the 
Industrial Commissioner to withhold 
experience rate determinations of em- 
ployers who are delinquent unless and 
until they pay up. It was found that 
this provision was not effective as a 
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collection device. Other subdivisions 
of section 581 of the law were 
amended to conform with the general 
intent of this measure. 


Redefinition of terms: 


“Employee”, “Payroll”, etc. 


Various sections of the law dealing 
with the terms “Employee” “Payroll 
Remuneration” and “Wages” and re- 
lated terms have been renumbered and 
redefined so as to provide for more 
consistency in the use of these terms 
as presently set forth in the law. 


Employer Reports 


Section 575, subdivision 2, of the 
Unemployment Insurance Law _pro- 
vided penalties for employers who 
failed to report the remuneration paid 
to their employees periodically, in ac- 
cordance with the regulation of the 
Industrial Commissioner. Since the 
law was changed to provide for re- 
quest reporting of wage and employ- 
ment information, no employer has 
been required to submit periodic re- 
muneration reports. As a result, the 
penalty provisions set forth in this sec- 
tion of the law have been repealed. 

Subdivision 3 of section 575 of the 
law provided that an employer who 
terminates his business was required 
to file a special wage report covering 
all of his employees, and that an em- 
ployer who shuts down his business 
on a seasonal or temporary basis may 
make arrangements for supplying the 
required wage information on request. 
The law has been amended so as to 
give the Imployer who discontinues 
operations, whether on a temporary or 
on a permanent basis, the right to file 
individual wage and employment in- 
formation reports on request of the 
Industrial Commissioner. It is no 
longer mandatory on the part of an 
employer who shuts down his plant 
permanently to make special reports 
of all of his employees’ earnings for 
the entire 52-week period prior to the 
date of his closing. 
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Possible Extension of Insurance 
Coverage to Employers of Less 
Than 4 Persons 


Subdivision 1 of Section 560 of the 
State Unemployment Insurance Law 
has been further amended, as follows: 

The employer shall be liable for tax 
as of the first day of the year com- 
mencing January 1, 1955, or any year 
thereafter during which such employer 
becomes liable for tax under the pro- 
visions of the Federal Unemployment 
Tax Act. 

The purpose of this provision is to 
extend automatic coverage for New 
York State Unemployment Insurance 
purposes to employers of 1 or more 
persons in the event that the Federal 
Unemployment Tax Law is amended 
in accordance with the recent proposal 
of President Eisenhower. Another 
aspect of this amendment is to make 
employers taxable for State Unemploy- 
ment Tax purposes on their payrolls, 
retroactive to January 1 of any year 
in which they are also subject to the 
Federal Unemployment Tax. An 
example of the way in which this sec- 
tion of the law will operate on and 
after January 1, 1955, is as follows: 

Suppose an employer employs 3 per- 
sons during each week of the first 
30 weeks of the year. Commencing 
the 31st week of the year through the 
end of the year, he employs 8 or more 
persons. The effect of this amendment 
is to make him subject to the New 
York State Unemployment Insurance 
Tax on his payroll retroactive to Janu- 
ary 1, 1955. If this amendment had 
not been enacted he would only be sub- 
ject to the New York State Unemploy- 
ment Insurance Tax-on his payrolls 
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commencing with the 31st week in the 
calendar year 1955 to the end of the 
year, and thereafter. 

Another very important aspect of 
this amendment is to make employers 
of 1 or more persons in New York 
State subject to the New York State 
Unemployment Insurance Law if they 
employ 8 or more persons on each of 
20 days occurring in different weeks 
during the calendar year of 1955 and 
thereafter. That means if an employer 
only employs 1 person in New York, 
for whom he was formerly not subject 
to the New York State Unemployment 
Law, and also employs 7 persons in 
other states, he will become liable 
under the new law for New York 
State Unemployment Insurance taxes 
on the single New York State em- 
ployee’s wages on and after January 
1, 1955. 


Disability Insurance Law 
Amendment 


Commencing July 1, 1954, the maxi- 
mum amount of claimant’s benefit for 
each week’s disability provided pursu- 
ant to the New York State Disability 
Insurance Law will be raised from 
$30.00 to $33.00 per week. 

Another change in the Disability In- 
surance Law permits employees who 
are over 65 years of age and entitled 
to Social Security benefits, to waive 
their right to be covered by the Dis- 
ability Insurance Law of the State of 
New York and exempts their earnings 
from coverage for both employer and 
employee contributions for disability 
insurance purposes if they waive 
coverage. 
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Reminder of 


1954. PrizE Essay CONTEST! 


The Board of Directors of the Society has authorized the 
Committee on Publications to conduct a prize essay contest 
(1) among seniors and graduate students majoring in ac- 
countancy, duly enrolled in the colleges of New York State 
for at least one semester (or quarter) between September 1, 
1953, and June 30, 1954, and (2) among non-certified mem- 
bers of the staff of any New York State office of CPA firms 
engaged in the public practice of accountancy. The article 
may cover any topic in the field of accounting and/or audit- 
ing. 

In each of these classes, prizes in the amount of $100 for the 
best article and $50 for the second best article are offered. 
In addition, the two winners in each class and any others 
submitting papers worthy of honorable mention will receive 
a one-year subscription to The New York Certified Public 
Accountant. 


The General Rules of the Contest are as follows: 
All papers shall be original, and the manuscript shall be typed 


in duplicate on 814 x 11 stationery on one side, double-or 
triple-space typing, and shall not be more than 6,000 words in 
length. Each contestant shall indicate the exact number of words 
in his paper at the end thereof. 

* 


The name of the individual submitting a paper shall not appear 
thereon, nor should there be any other means of identifying the 
manuscript, which should be submitted in duplicate, accom- 
panied by a covering letter giving the contestant’s name and 
address and all other information required to show conformity 
by the contestant with the terms, rules and conditions of the 
contest. When submitted to the judges, each manuscript will be 
given a key number for identification. 


* 


Manuscripts should be forwarded to The Managing Editor of 
The New York Certified Public Accountant, 677 Fifth Avenue, 
New York 22, N. Y., on or before June 15, 1954. Awards will 


be announced as soon thereafter as possible. 
* 


All papers submitted shall become the property of the New York 
State Society of Certified Public Accountants and shall be 
available for publication in The New York Certified Public 
Accountant. The decision of the judges shall be final as to what 
papers, if any, may be entitled to prizes or which of the prize- 
winning papers, if any, will be published. 
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